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CHAPTER -1 
(Part - A & B) 
Introduction 
Part - A 
Banking system is an important constituent of overall economic 
system. It plays a crucial role in the attainment of macro-economic 
objectives. It acts, as a vehicle for socio-economic transformation and 
also as a catalyst to economic growth. It also plays an important role in 
mobilizing the nation's savings and in channelising them into high 
investment priorities and better utilisation of available resources. 
Hence, banking can better be described as the kingpin of the chariot of 
economic progress. 
Banking, if equated with money lending, it perhaps as old as the 
civilization itself. However, modern banking is something really 
different form mere lending. It is far more sophisticated and 
complicated. In a developing economy, the role of banks is more 
creative and purposeful than in a developed one. In a developing 
country, where the banking habits of the people are not developed, the 
task of creating and spreading the banking habits and of mobilizing and 
country's resources becomes a challenging one. It is here that banks 
play a crucial role because they act as a bridge between those requires 
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finance and those who have finance. Banks thus are an important 
instrument in making more efficient use of available savings. 
Credit creation is another equally important activity of the 
banking system. Credit creation refers to the power of commercial 
banks to create demand deposits through advances and investments. 
The commercial banks can create credit on the basis of a fractional 
reserve system wherein a part of the deposits are kept with the central 
bank. Thus, as mobilizers of resources of the economy, as dispensers 
and distributors of these resources and finally as creators of money, 
banks not only occupy an important place in the economic structure of a 
country, but also play an effective role in its economic growth. 
In India too, banking is an important segment of tertiary sector. It 
acts as a backbone of our economic progress and prosperity. It plays an 
all pervasive roles of a catalyst in development. The Indian banking has 
undergone major transformations during the past three decades and 
has been made more socially relevant and development-oriented. 
Nationalization of fourteen major banks (each with deposits of at least 
Rs. 50 crore) in 1969 and of another six banks in 1980 marked a 
significant step towards this transformation. Financial sector reforms 
following the Narasimham Committee Report (1991, 1998) further 
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transformed our banking system. 
At present, commercial banks in India are classified as scheduled 
and non-scheduled.* A scheduled bank is eligible for certain central 
banking facilities, especially that of obtaining accommodation from the 
RBI, which is not available to non-scheduled banks. 
Further, scheduled banks can be classified into those which are 
incorporate in India, called the Indian scheduled Banks, and those 
incorporated abroad, called the foreign banks. 
Indian scheduled banks can further be divided into nationalized 
and non-nationalized. Nationalized or public sector banks comprise of 
State Bank of India and its seven subsidiaries and 19 (consequent upon 
the merger of New Bank of India with Punjab National Bank in 1993) 
other nationalized banks. Other private banks come under the category 
of non-nationalized bank. 
Another category of Indian scheduled commercial banks is 
Regional Rural Banks. A beginning to set up the Regional Rural Banks 
' Scehduled banks are those which are listed in the Second Schedule of the RBI. To be eligible for 
inclusion in schedule 11, a bank must satisfy the following three conditions: 
(a) It must have a paid-up capital and reserves of an aggregate value oi'atlest Rs. 5 lakhs. 
(b) It must satisfy the RBI that its affairs are not conducted in a manner detrimentl to the interests of its 
depositors; and 
(c) It must be a company as defined in the Companies Act. 1956 or an in.stitution notified by the central 
Go\ernment in this behalf or a corporation or a company incorported iiy or under any law in any force 
outside India. 
inlmductioii 
was made in the later half of 1975 under the Regional Rural Banks 
Ordinance, 1975 and further Regional Rural Act, 1976. These banks 
were set up with the objective of developing the rural economy by 
providing credit and other facilities for agriculture and other 
productive activities of all kinds in rural areas. The main emphasis was 
supposed to be on the provision of such facilities to small and marginal 
farmers, agricultural labourers, rural artisans and other small 
entrepreneurs working in rural areas. Thus, they were established 
mainly to implement the multi-agency approach to credit in rural areas. 
Still another segment of the organized sector of the Indian 
banking system is represented by a group of financial institutions called 
the co-operative banks. For short and medium term, the cooperative 
credit structure is a three-tier and a federal system. At the apex level is 
the State Cooperative Bank in each state, at the intermediate (district) 
level are Central Cooperative Banks, and at the village level are Primary 
Agricultural Credit Societies (PACs). Long term agricultural credit is 
provided by Land Development Banks. 
Thus, Indian banking system can be classified into the following 
categories: 
hitroduction 
1. Public Sector Banks 
(a) State Bank of India and its associates 
(b) Other nationalized banks 
2. Regional Rural Banks 
3. Cooperative Banks 
4. Private Sector Scheduled Banks 
(a) Indian Private Banks 
(b) Foreign Banks 
The Indian banking system particularly since nationalization has 
made rapid strides both in quantitative as well as in qualitative terms. 
Quantitatively, the Indian banking has registered rapid expansion 
during the post-nationalization period in terms of branch network 
deposit mobilization and credit deployment. Besides, banks have been 
providing several kinds of agency, general utility and overseas trading 
services. 
This quantitative progress was accompanied by a qualitative 
change too, especially in terms of distribution of bank branches 
spatially and of credit deployment sectorally. The nationalization 
indeed opened up a new chapter in the banking history of India by 
IiUroduclton 
combining the commercial objectives with social objectives and by 
transforming 'class banking' into 'mass banking'. This transformation 
led to spread of banking into every far-flung and remote corner of the 
country. There 30633 rural branches in 2007 against a partly figure of 
1830 at the time of nationalization. The share of rural branches in total 
branches of scheduled commercial banks was 22.5 percent in 1969, 
which role to 42.7 percent in March 2007.' 
Rural deposits also witnessed a tremendous growth after 
nationalization. Their share in total deposits role from 3.1 percent in 
1969 to nearly 9.9 percent in 2007 .^ Moreover, the emphasis had now 
shifted to lending according to national priorities particular in favour of 
hitherto neglected and weaker sections of the community so as to help 
them in their productive endeavours. Further, with a greater emphasis 
on agriculture, integrated rural development programme and 
development of small and tiny industries, the banking system had 
played a crucial role by redirecting the flow of credit on priority basis 
towards the rural areas. 
Also, the banks accepted the challenge of spreading banking to 
difficult areas of the country and of bridging the gap between backward 
and not-so-backward regions by introducing iimovative programmes 
liilroduction 
like the Service Areas Approach and the Lead Bank Scheme. Vigorous 
and sustaineci efforts were made by banks in discharging their social 
responsibilities in other sectors too. They have simultaiieously been 
aggressive in promoting exports through a package of wide ranging 
services. 
Development of entrepreneurship is another responsibility which 
has been adjoined on the banks. To this end, commercial banks, besides 
providing term loans and working capital have been rendering valuable 
assistance in identification and formulation of locally suitable projects 
and have also been extending counseling services including technical 
and managerial guidance to new enterprises. In addition, the banks 
have been increasingly involved in the financing of public food 
procurement agencies, quasi-government bodies and other public 
undertakings since nationalization. 
On the whole, the Indian banking system during the entire period 
of last two-and-a-half decades has made an impressive and a creditable 
progress whether viewed in terms of branch expansion or in terms of 
greater involvement in the nation's economic activity. 
The post-nationalization remarkable progress made by the 
banking system has had its toll also, which is reflected in the form of 
Inlrodiictioii 
'waste and inefficiency' in the banking system. The social and 
development banking and the quantum jump in branch network 
particularly in rural areas have placed severe strains on the 
organizational and managerial capabilities of banks. This led to a chain 
of problems. While on the one hand cost of operations went up; the 
return on their assets did not rise commensurately on the other. This 
impaired the profitability of commercial banks. Ever since the 
nationalization of banks, a greater emphasis was placed on the opening 
of branches in hitherto un-banked areas and on the re-deployment of 
credit to priority sectors. In certain cases, banks acted over-
enthusiastically in observing norms much to the chagrin of their profits 
and profitability. But, soon it was realized that adequate profits were an 
essential requirement for the survival and healthy operations of the 
banking system. Accordingly, the Reserve Bank appointed in 1976 a 
study group Productivity, Efficiency and Profitability (PEP) Committee 
to examine the v>/hole issue which submitted its report in 1977. The 
committee observed that the profitability of banking system had come 
under serve pressure due to increased costs and comparatively lower 
earnings. The committee also noted that the quality of service offered by 
commercial banks had deteriorated bring down cost and improve 
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Operational efficiency for sustained profitability. 
Thus, the mass banking, while on the one hand, brought about a 
lot of change which were in tune with the socio-economic policies of 
government, it one the other hand, had also left behind a trail of serious 
problems- the most important of them being that of deterioration in 
profitability of banks. 
Over time, the depressed profitability of commercial banks has 
attracted the attention of all concerned including academicians, bankers 
and the polity-makers. 
Studies on Commercial Banks: 
A number of studies have observed that the profitability of 
commercial banks though had started declining from the mid-sixties, 
but the decline was more pronounce in the post-nationalization period. 
Several 'exogenous' (also called policy-induced) and 'endogenous' 
factors have been found responsible for this trend. An attempt has been 
made to briefly review some of the studies which investigated the 
profitability behaviour of commercial banks in India. 
Subbaiah A. & Jeyakumar S. (2009)\ customer service is a series 
of activities designed to enhance the level of customer satisfaction-that 
is, the feeling that a product or service has met the customer 
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expectations. The bank strongly believes the customer service will be 
the most important factor in maintaining and improving its leadership 
in hidia's Banking Industry. ATMs are important in the customer 
service so as to enhance market share and business grow t^h. 
Farooqui, S. U. (2008)'*, branchless banking represents a new 
distribution channel that allows financial institutions and other 
commercial actors, to offer financial services out side traditional bank 
premises. The essential spirit of branchless banking is financial 
inclusion. Branchless banking aims at putting the national resources to 
the productive activities and directing financial resources to areas 
where the same are most needed. In line with this spirit the financial 
institution are required to plan and act for long term development are 
prosperity of their agents. This requires close co-
ordination/collaboration with agents, providing them opportunities to 
learn more, to become more efficient and a fair price mechanism for the 
services provided by the agents of the branchless banking. 
Farooqui S. U. (2007)5 Banking Services are most important tools 
of the economic machinery of an economy. They lubricate the wheels of 
the economic development. Banking Services' are the services, which 
facilitate financial transactions of individuals and instihitional investors 
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resulting in their resources allocation activities through time, hi his 
paper author has describe that Banks have to provide their broad-based 
services package in the midset of stiff competition. To ensure their 
competitive edge in future, they have to fight with rivals in terms of 
quality of their services. 
Sendhilvelan. M. & Karthikeyan. K. (2007)6 RBI has stated that the 
movement towards universal banking should have faster stability and 
efficiency of the financial system, but by itself it can not provide a viable 
or sustainable solution to the operational problems of individual 
institutions arising from loan capitalization, high level of NPAs, large 
assets liabilities mismatches, liquidity etc. However, in a market driven 
economy to face the competition one factor is the size and hence, the 
entry of Universal Banks is inevitable for the overall economic 
development of our country. No doubt it is clear that we are slowly but 
surely moving from a regime of 'large number of small banks" to "small 
umber of large banks. This paradigm is achieved with the concept of 
universal banking which certainly strengthen the banking sector. 
Reddy S. V. et. al. (2007) ,^ the banks must try to increase 
productivity through development of men, material and resources. In 
order to improve profitability it is advisable for every bank, to diversify 
Introduction 
its operations and concentrate on innovative products such as, 
merchant banking, leasing, factoring, insurance credit cards, etc. 
Further, it is suggested that pubUc sector banks should reduce the 
percentage of their non performing Assets to improve profitability. 
Assets liability management, risk management, man power planning, 
diversification, adoption of information techiiology are the key areas 
which should be concentrate to improve productivity and profitability 
in public sector banks. 
Reddy P. Mohan & Reddy C. Sivarami (2006)8, there is a 
paradigm shift towards legislation, markets, technology and beyond 
banks to non-banks. It is also evident that reforms can succeed only if 
RBI, Government of India and banks make coordinated efforts 
themselves. It is realized that banking sector reforms is the lifetime for 
financial sector reforms besides initiatives of the Government. 
Pevekar Sunil and Sharma Ashvine (2006)9, the NPAs of banks 
have been rising for a variety of reasons. One of the most under -
explored area is the role of the PR personnel in reducing the NPAs. The 
authors have tried to examine the current situation of the banks with 
respect to NPAs and the consequences of further increase. Even a small 
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percentage decrease in NPAs can lead to healthier bottom-lines for the 
bank. 
Reddy B. Ramachandra, Reddy Yuvaraja, (2005)^ o, in the 
changing banking scenario, the SBI is one of the leading public sector 
bank which welcomes the radical changes and make the organization fit 
for the changes without much difficulty. The Bank has invited the tasks 
assigned to her both at the time of post nationalization and post reform 
era. The performance highlights of the bank exposed that it had 
achieved the tasks and targets from time to time and continuously 
retained top position in financial strength and created a record in the 
use information technology by providing any where any time baking 
facilities and computerizing its branches very rapidly. 
Sanjeevaiah. B. C, Venugopal (2004)", this paper harps upon the 
recent banking sector reforms in view of the Narasimham committee 
fruitful and objective recommendations. Further, it traces the issue such 
as interest margin, management of NPAs and information technology 
in banking. 
Ravi (2002)^ 2 emphasized on branch rationalization policy of 
banks for bringing down loss making branches. He also suggested 
Inlrocfuctwii 
continuous emphasis should be given on reducing deposit costs and 
burden, manpower re-deployment of loss making branches. 
In an integrated global economy, Singh and Das (2002)" studied 
the implications reforms measures in the banking sector. They found 
fragile banking system disrupts macro economic stability and suggested 
human resource development, technology, industrial relations and 
customer services and the main pillars of attaining banks' efficiency. 
Bhukata (2002)^ '* articulated that the banking reform is against the 
long run objective of reducing fiscal deficit of the government. In this 
situation he argued that the reform should not be halted rather 
proceeded following trial and error method. 
The non-official advisory group on corporate governance (2001)^ 5 
of RBI highlighted the importance of corporate governance for building 
investors confidence. In this respect, Upadhyay (2001)^ ^ suggested to 
implement the recommendations of this group on corporate governance 
keeping all stakeholders' interest as the centerpiece of reform. 
The banking sector in India poised to meet the changing global 
environment observed by Kamesam (2001)1''. In this context, he viewed 
the future of banks will largely depend on excellent customer service by 
keeping pace with changing technology and transparent operations. 
JiLtrocfuctwii 
Shenoy (2001)^ *^  dealt issues relating to the Indian banking and 
has stressed on proper asset hability management and credit 
monitoring system. 
To ensure the code of best practices Gadkari (2000)^ 9 proposed 
corporate governance in the public sector banks to achieve high 
standard of corporate behaviour. He also suggested that the board of 
directors, external auditors and supervisors of PSBs strive to achieve 
greater degree of openness, transparency, integrity and accountability 
in the working of the banks. 
Taori (2000)2° dealt with the NPA management in PSBs and stated 
surest way of containing NPAs is to prevent their occurrences. He 
suggested proper risk management; strong and effective credit 
monitoring, co-operative working relationship between banks and 
borrowers etc. should be the tents of NPA management policy. 
Srivastava (2000)2i stressed on accelerating the pace of the process 
of computerization of bank branches to enhance the profitability, 
operating efficiency, service quality, and to diversity the earning base. 
Khanna (1999)22 in his paper examined the impact of the financial 
reforms in the industrial sector in India and found that financial sector 
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reform have achieved a little in its goal of making the industrial sector 
more efficient and globally competitive. 
Criticizing the banking sector reform Joshi (1999)2-^  in his paper 
viewed that banking sector reforms has been over emphasized on 
profits neglecting the distributive role of banks. The companies with 
high net worth within the organized sector are capable of raising funds 
at a considerable lower rate of interest while credit disbursement to 
small borrowers has sharply been declined over the years. 
Verma (1998)24 viewed in the context of ongoing globalization 
process that Indian commercial banks are getting their shape well and 
becoming technologically better equipped and stronger in the capital 
base. 
Patibandla and Prusty (1998)25 analysed the financial system in 
the context of East Asian Crisis and suggested the need of right and 
effective financial institutions. 
Hunger (1998)26 analyzing first phase of reforms found that with 
the introduction of reform packages, banks have improved their 
profitability, started cleaning their balance sheet, improved the NPA 
position, but they are yet to give more focus on rationalizing cost 
structure. 
Inimdiictwn 
Satish and Gopalakrislnia (1997)2" suggested that systematic 
manner of bank operation will ensure the viability of rural banking. 
Kohli (1997)28 examined the priority sector lending. He observed 
the existence of significant linkages between bank credit and investment 
in both agriculture and industries in India. He suggested that although 
directed credit programme for priority sector lending is effective in 
India, however, positive support to small-scale units is required. 
Goldstein (1996)2^ in his study on capital norms of banking sector 
argued that developing countries, with few exceptions, have not set 
national capital standard much above the Basle minimum norms and 
their banks do not hold actual capital much above than the banks 
operating in the countries with stable environment. 
Sengupta (1995)'^ o in his paper examined the impact of financial 
sector and economic reforms in India in the context of financial market 
imperfection. The study pointed out that the banks would have to move 
step-by-step decision to reach the goal through trial and error in the 
practical world. 
Ramala and Nagi (1994)^ 1 suggested proper end-use of loans 
supplied to the entrepreneurs that could only ensure economic 
development of the area and the country as a whole. 
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Hartough (1994p2 studied the implications of bankers' action plan 
for profitable small business portfolio. He suggested that considering 
customer's payment history and market conditions etc, bank should 
make advance to most attractive and growth potential units. 
Mukherjee (1993)^ '* in his study made forecast that twelve 
nationalized banks would be making losses during 1993-94 as they were 
required to provide 100 percent provisions for sub-standard and 
doubtful assets from the last quarter of 1993. These banks had made 100 
percent provisions for loss assets and, on average, 30 percent provisions 
for sub-standard and doubtful assets by 1992. Further, twelve 
nationalized banks including Indian Overseas Bank, Syndicate Bank, 
United Commercial Bank, Bank of India, Central Bank of India, United 
Bank of India, Bank of Maharashtra, Andhra Bank, Allahabad Bank, 
Dena Bank, New Bank of India and Vijaya Bank reported losses of over 
Rs. 300 crore during 1992-93. The author expected that changes in 
administered rate of interest of deposit and lending structure by 
Reserve Bank of India would further worsen the condition of these 
commercial banks. 
Charvaka (1993)^ ^ pointed out that the foreign banks earned 
higher profits from genuine banking operations because of their 
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superior operational efficiency. In contrast, the Indian banks were 
placed in a disadvantageous position in many respects. They 
shouldered heavy responsibilities: rural branch banking, priority sector 
advances including DRI, special employment schemes, IRDP, schemes 
for minorities, scheduled castes/tribes, and women, and many others. 
They bore large loan losses from small and big borrowers. As at the end 
of March 1992, the non- performing advances of public sector banks 
were estimated at 14.5 percent of their total outstanding advances. 
Apart from receiving no interest income from such and other non-
performing advances, these banks had to make sizeable provisions for 
bad debts and this had an adverse effect on profitability of Indian 
banks. 
Goiporia (1992)3= pointed out that diverting the flow of credit to 
priority sector in rural areas, viz. agriculture and rural business, was 
probably desirable from the banks' point of view since a large number 
of rural and semi-urban branches opened by them had to have some 
business. However, harmful to banks was the provision of finance to 
units with doubtful viability and that too at uneconomical rates of 
interest. In the name of policy-oriented lending, banks had often to 
finance units with sub-marginal viability under a target set by the 
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authorities. He suggested tliat the banks should give priority to 
financing a particular category of borrowers, but they (the banks) 
should be left free to pick up their borrowers from this category. 
Goiporia (1992)36 made a general review of the profitability of 
banks and maintained that for adequate profit flow, the following 
priorities will have to be observed by the banks (a) lending operations 
have to be directed to areas which would maximize profitability and 
growth (b) non-fund based operation should be promoted and (c) 
charging fees for bank services should be determined after taking into 
consideration the cost and benefit of services offered. 
Agarwal (1992)^ 7 the major determinants of profits and 
profitability were: (i) statutory liquidity ratio plus cash reserves ratio; 
(ii) proportion of deposits going to priority sector lending; (iii) interest 
rate differential on deposits and advances; (iv) proportion of rural and 
semi-urban branches; (v) wage rate; (vi) average labour productivity; 
(vii) a dummy variable denoting changes in the government policies; 
(viii) changes in wholesale price index; (ix) the market share in total 
banking business; (x) proportion of fixed deposits in total deposits. The 
regressed profitability with the above mentioned factors as regressors. 
He broadly concluded that; (i) increasing statutory reserve ratios, 
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lending to priority sector at lower rates of interest, expansion of bank 
branches in the rural anci semi-urban areas, rising wages of employees 
and declining labour productivity adversely affected the profitability of 
public sector banks; (ii) time deposits encouraged profitability; (iii) 
changes in government policies, interest rate differential between 
deposits and advances and market share were statistically insignificant 
to explain profit or profitability. 
Rangarajan (1991)^ ^ pointed out that improving the quality of 
loan assets is the true test of improving the efficiency of banking 
system. 
Marugesan and Rao (1991)^ ^ analysed the performance of public 
sector banks in the context of (i) productivity and growth (ii) social 
objectives and (iii) profitability ratios, over the period 1973-1986. The 
authors also studied the inter-relationship between productivity 
performance and profitability; and between the profitability and the 
performance in social objectives. The major conclusions of the study 
were: 
(i) The peri'ormance in terms of deposit mobilization, opening of 
branches and deployment of advances during the study 
period vv^ as impressive; 
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(ii) Both operating expenditure and establishment expenditure 
declined during this period which indicated an efficient 
management of banking activities; 
(iii) Deposit-credit ratio in rural areas increased; 
(iv) Public sector banks did not perform better in terms of 
profitability; and 
(v) Gross and net profits had also declined. 
A more flexible interest rate structure, liberal assistance from the 
RBI, lower SLR ratio and creation of a competitive environment among 
banks to diversify their operations into more profitable merchant 
banking activities etc. were suggested as the measures to improve the 
banks' profits and profitability. 
Malhotra (1991)4o examined the nature and efficacy of banking 
instruments and suggested the banks should diversify their product 
and develop instruments so as to meet the aspirations of borrowers and 
investors in the context of the emergence of various savings schemes of 
other financial institutions, post office etc. 
Singh (1987)-*' identified many exogenous and endogenous 
factors causing strains and stresses in the banking system. The majority 
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of them constitute continuous increase in the SLR, CRR by the RBI, 
banks' compulsion on achieving social goals, growing incidence of 
industrial sickness, rapid branch expansion in the under banked areas, 
unfavourable change of deposit mix and growing incidence of financial 
disintermediation. 
Sabnis (1987)^ 2 expressed serious concern over the declining 
profitability of the banking industry in general and of nationalized 
banks in particular. The factors that according to the author, adversely 
affected the profitability were: 
(i) Escalations in the establishment and operating costs due to 
massive branch expansion, increase in unit cost of servicing 
and growth in the number of accounts; 
(ii) Uneconomic structure of banking service charges; 
(iii) Low rates of interest on assets of statutory liquidity ratio; 
(iv) Administered structure of rates on deposits and advances; and 
(v) Low rates of interest on priority sector lending and public 
food procurement credit. 
Joshi (1986)-^ '^  in his study identified banks' weakness in the fund 
management due to compulsory provision of SLR, CRR and priority 
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sector lending. The study observed that the low yield rate and rising 
cost contributed a lot to the declining trend in profitability of banks. 
While examining the relationship between the developmental 
tasks that banks have to perform and their profitability, Kulkarni 
(1979)''-* observed that social and developmental responsibility is the 
major factor influencing the profitability of the banking system. He 
pointed out that bank's costs and profits should not be considered in 
monetary terms alone, thus ignoring the social benefits that occur from 
their operations. While referring to the profitability of banks, he claimed 
that profit maximization approach is out of place. He emphasized that 
while fulfilling the social responsibility, banks should try to make the 
developmental business as successful as possible, reduce costs, improve 
banking system and increase the overall productivity. He, however, did 
not go into detailed statistics but only mentioned that the banking 
business in terms of advances and deposits increased by 300 percent 
over the last 10 years and during the same period, their staff costs, the 
second largest component of banks' costs, increased by 500 percent. 
Shah (1978)45 i^ hjg paper observed that from bank profits point 
of view, the year 1975 was the golden year. Published profits of 22 
public sector banks were nearly Rs. 31 crore, higher by 88 percent in a 
24 
Introduction 
single year. The real profits estimated to be nearly Rs. 230 crore were 
much higher. This peak was reached, according to the author, not due 
to any effort by banks, but was the by- product of credit and monetary 
policies, and the RBI tolerance under which advance rates were raised 
(or allowed to be raised) without raising the deposit rates. According to 
him, the profitability of banks since 1975 had been showing a declining 
trend. Therefore, the author pointed out that the profitability of banks 
could not be improved merely by increasing the margin between 
lending and borrowing rates. He also observed that the spread as 
percentage to income declined from 36.05 to 23.57 percent not because 
interest margin had squeezed but because (i) staffing and working 
patterns were inefficient, (ii) funds and investment management was 
poor, (iii) credit was not supervised and (iv) forms and procedure were 
complex and wasteful. He suggested that, in order to improve bank 
profitability, the main emphasis should be on reducing costs, creating a 
team spirit, improving the management, and making the user pay for 
cost involved in a service. He further suggested that, in order to induce 
and eveii force the banks to examine their cost structure in great detail, 
it should be made obligatory that staff and office expenses of banks 
should not exceed 90 percent of their spread. 
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EPW Research Foundation Group^^ examined the dynamic credit 
poUcy and suggested that against the prevaiUng backdrop of output, 
price and monetary trends, the credit policy has to be decisively 
explanatory. 
Committee's Recommendations 
The committee while reviewing the system of administered 
interest rates (2001)"*'' observed that most of the small saving funds are 
to be managed with larger and diversified investment portfolios. 
Verma Committee (1999)48 identified three banks, viz. Indian 
Banks, United Commercial Banks and United Bank of India, as weak on 
the basis of: 
(i) Extent of accumulated losses and volume of non-performing 
assets (NPAs) 
(ii) Status of operating profit less income from recapitalisation for 
three consecutive years. 
The committee viewed that in the long run privatization is good 
option for restructuring weak banks. It recommended the measures to 
clean the balance sheet saddled with large NPAs by creating Asset 
Reconstruction Fund (ARF), and suggested to introduce Voluntary 
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Retirement Fund (VRF) enabling banks to reduce excess manpower as 
well as to establish Financial Restructuring Authority. 
The standing committee on international financial standard sand 
codes (1999)^ 9 urged RBI a nation wide debate while establishing 
mechanisms for continuous updating and reviewing structural aspects. 
To improve further soundness of hidian banking system 
Narasimham Committee (1998)50 submitted its report in April 1998. In 
compliance with the committee recommendations, RBI amiounced a 
package of measures in October 1998. The report emphasized on: 
> Increase in the minimum capital adequacy ratio from 8 per cent to 
9 per cent by March 31, 2000; 
> Recognition of the market risks and prescribing the degree of risk 
weight for government approved securities by March 31, 2000; 
> Making a provision of 100 per cent risk weight for foreign 
exchange and gold open limits from the year ended March 31, 
1999; 
> Implementation of tighter asset classification; income recognition 
and provisioning norms; 
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> Introduction of formal Asset Liability Management system with 
effect from April, 1999; and 
> Transparency in accounting and disclosure practices in the line of 
international standard. 
In 1998, the apex bank constituted Debt Recovery Tribunals 
(DRTs)5i working group to review the functioning of DRTs. The 
working group recommended certain legislative measures regarding 
the recovery of debts due to the banks and financial institutions and 
also suggested measures to improve the functioning of DRTs. 
To evolve an efficient and competitive financial system, RBI 
constituted a working group under the chairmanship of S.H. Khan 
(1997)52. xhe Khan Avorking group recommended a general provision on 
standard assets of a minimum of 0.25 per cent from the year ending 
March 31, 2000. Besides it recommended the setting up an Asset 
Liability Management (ALM) system along with internal ALM at the 
top management level to oversee its implementation. 
Basle Committee (1997)5"^  on banking supervision released a set of 
25 principles for effective banking practices. The growing apprehension 
of attaining of international competitiveness and capital adequacy ratio 
led to the formation of Basle Accord (1998)=^ which would help to arrest 
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the erosion of banks capital ratios in the changed environment. In the 
light of the comments from various corners, the committee revised the 
capital adequacy framework by March 2000. The current Accord is 
based on (i) minimum capital requirement (ii) supervisory review 
process (iii) effective use of market discipline. 
Narasimham Committee (1991)55 identified weakness of banking 
sector and recommended provision for capital adequacy; liberalization 
of interest rate; reduction in SLR, rehabilitation of PSBs by the 
government; introduction of prudential norms relating to income 
recognition, asset classification and provisioning and easy norms for 
entry of foreign banks. The committee also suggested for directed credit 
programme to ensure the credit requirement of the priority sector. 
Goiporia Committee (1991)56 recommended amicable banker-
customer relationship. Tiwari Committee had recommended setting up 
a special tribunal for recovering outstanding credit. 
Chakraborty Committee (1986)57 studied the operational 
efficiency of commercial banks and suggested that RBI would 
determine spread between bank rate and bank deposit rate, government 
borrowing rate and the prime-lending rate. 
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Marathe Committee (1982)5« reviewed the credit authorization 
scheme (CAS) anci recommended that the banks would be allowed to 
deploy credit under CAS provided that projected current ratio should 
not low and the borrowers maintain quarterly operating statements and 
submit araiual accounts to the banks. 
In the context of global level for greater transparency of financial 
intermediaries, A. Ghosh Committee (1982) was set up to prescribe the 
bank balance sheet format. The committee revised and enlarged the 
format of presentation of balance sheet and profit and loss account and 
suggested guidelines for compiling final accounts. 
Reverse Bank of hidia in consultation with Indian Bank 
Association (IBA) constituted a committee on penal rates and service 
charges in 1979. The committee recommended that the penal rate, 
which is justifiable part of the banks' interest, rate policy, should not be 
regarded as revenue raising measure but as an instrument to enforce 
discipline among the borrowers. As far as service charges are 
concerned, the committee suggested there could be no objection to bank 
recovery with a legal charge. 
Chore Committee (1979) reviewed the working of the operation 
of cash credit system and suggested that bank should appraise and fix 
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separate limit for 'normal non-peak level' as also for the 'peak level' 
credit requirements indicating also the period duriiig which the 
separate limits would be utilized by the borrowers. 
Committee on operational efficiency and profitability known as 
Productivity, Efficiency and Profitability Committee (PEP Committee, 
1977)59 identified practical and realistic criteria for the evaluation of 
bank's performance. The committee proposed a system of assessment 
on the four broad aspects viz, (i) productivity (ii) social objectives 
(Spatial) (iii) social objectives (sectoral) and (iv) profitability. The 
indicators of efficiency and profitability suggested by PEP committee 
that include ratios like, business per employee, proportion of rural and 
semi-urban branches, deposits to total assets, ratio of agricultural 
advances to total advances and ratio of net income to establishment 
expenses. 
Tandon Committee (1975)6" under the chairmanship of P.L. 
Tandon in August 1975. It framed guidelines for rational allocation, 
optimum use and for proper follow up of bank credit. The study group 
identified the drawback of easy availability of bank finance, i.e., 
borrowers were able to borrow more than his current assets 
requirements. The committee suggested Maximum Permissible Bank 
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Finance (MPBF) with reference to the working capital requirements and 
bank should have Quarterly Information System (QIS). The group also 
recommended norms for inventory and receivables, which represents 
level for holding inventory and receivables in each industry, level of the 
borrower's resources to enable the banker to carry on acceptable level of 
current assets, and the style of bank credit. 
Talwar Committee (1975)6i examined the nature of the customer 
services rendered by the banks. The committee viewed customer service 
as dynamic concept and recommended that the bank should assess and 
reassess on a continuous basis the customers' perception about bank 
services and formulate strategies to appraise and improve the customer 
services. 
The Dahejia Committee (1969)^ 2 examined the credit needs of 
industry and trade and observed that there was a tendency on the part 
of the industry to avail itself of short term credit from banks in excess of 
the amount based on growth in production for inventories in value 
terms. It recommended that the banking system should turn to the 
financing of industry on the basis of a total study of the borrower's 
operations than on security consideration alone. Further, cash credit 
account should be distinguished from 'hard core' and in short-term 
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component. The study group suggested that hard-core part of the 
working capital in case of companies with strong financial position 
should be segregated and put on a formal term loan basis subject to a 
repayment schedule. 
Despite these, the enigma of expansion in bank credit 
incommensurate with the level of the production and inventory 
continued to persist. As a result, RBI appointed a study group, widely 
known as 
Reserve Bank of hidia (1967)63 made a directional intervention in 
the sectoral credit flow advising commercial banks for channelizing 80 
per cent of the seasonal credit expansion to the industrial sector 
including manufacturing industry, mining, plantation etc. 
Objectives, Hypothesis and Methodology 
Objectives: 
Philosophy of welfare state with ideals of socialism had made 
India a mixed economy, where public sector and private sector 
enterprises co-exist. Such co-existence is obtained not only in the 
industrial sector but also in the financial service sector. The financial 
service sector is predominantly comprised of public sector banks, 
development financial institutions, insurance agencies, private and 
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foreign banks and private sector finance company. 
Indian economy, since independence followed a path of control 
development. The financial sector too had been functioning under a 
highly regulated environment till mid 1980s. The late 80s witnessed the 
introduction of the deregulation process beginning with the 
deregulation of money market which leads to intensive volatility in 
money the money market rates, something completely new to the 
Indian financial sector. 
In the early 1990s following reforms in the real sector of the 
economy collectives in the financial sector to support these reforms 
become imperative and the committee on financial system better known 
as Narasimham's committee. Narsimham committee suggested the way 
and means to restructure the financial sector to sub-serve the objective. 
The committee proposes reform in financial sector to provide it with 
operational flexibility and functional autonomy for the purpose of over 
ail efficiency productivity and profitability. In the banking sector the 
particular measures have been taken aimed at restoring viability of the 
banking sector bringing about an internationally accepted level of 
accounting and disclosure standards and introduction of capital 
adequacy norms. Interest and exchange rate have been deregulated in 
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phase manner branch licensing procedure has been liberaUzed and 
statutory liquid ratio has been lowered as a part of medium term 
strategy to improve the financial and operational health of the hidian 
banking system by introducing an element of competition into it. 
The major banks in India are largely owned by the government of 
India. The performance of Public Sector Banks still continues to be 
constraint by operational inflexibility and lack of autonomy in several 
critical areas, which inhibit them from affectively competing with other 
banks. In such a scenario private sector banks and foreign banks have 
generally being able to set their deposit rates, prime lending rate (PLR) 
and inteirest stress significantly higher than those of public sector 
banks, s 
On the strength of their better customer service. It is therefore, 
imperative to create enabling environment wherein the public sector 
banks could respond to the pressure of competition more vigorously. 
Through the reforms are broad enough in content. Many vital areas 
remain untouched the reconciliation of profitability with social 
responsibility still remained a challenge. The crucial area of functional 
autonomy for nationalized banks has not been addressed, while the 
reform so far made are fully justified at the same time. The deregulated 
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environment has exposed the banking system to newer form of risk that 
is interest rate risk, exchaiige rate risk, assets liabihty miss-mach risk.s 
h"i this study the researcher has tried to find out a winiiing 
strategy in such an environment which would not be a risk aversion 
which would be receipt for managing risk in such a manner as it to earn 
profit from them. The strategy would give a fine balance between 
sound banking and profitable banking and evolve appropriate risk 
management policies. This is only possible by improving organizational 
effectiveness of banks through imaginative corporate planning and 
organizational restructuring. 
Hypothesis: 
Hypothesis of the present study is coiifined to testing: 
i. Whether there has been a significant growth and development 
of banking activities in India after reforms? 
ii. Whether the Public Sector Banks have improved their 
performance as compared to private and foreign sector banks? 
iii. Whether Public Sector banks performed in respect of five key 
performance indicators? 
Branch expansion 
Deposit mobilization 
Advances 
Net Profit 
NPA 
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Chapter Scheme: 
Methodology : The methodology of research is simple and based upon 
secondary data. The secondary data has beei^ i collected from statistical 
bulletin published by various organizations journals, periodicals, 
newspapers aimual reports of the respective nationalized banks, annual 
report of Reserve Bank of India (RBI), RBI Bulletin, trend and progress 
of banking (annual publication of RBI) arid all publications and reports 
published by respective nationalized banks annually. The use of the 
Maulana Azad Library AMU, Aligarh and the use of Seminar Library, 
Department of Comrnerce AMU Aligarh has also been made. 
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Part - B 
Banking Sector Reforms 
Pre-Reform Banking Scenario: A performance appraisal 
Prior to 1969, all banks except State Bank of India and its 
seven associate banks were privately owned. However, there was a 
perception among policy makers that under the private ownership 
the rural and most part of semi-urban areas remained unserved by 
banks. Further, as India increasingly became planned economy, 
they felt that it would be difficult to undertake credit planning for 
the industries without nationalisation of banks (Tandon: 1989). 
These considerations sparked off the drive for 'social control of 
banks by the Government of India (GOI) and under the 
Nationalisation Act of 1969. As a result, fourteen privately owned 
commercial banks were nationalized on 16* July 1969. In 1980, 
Government of India acquired the ownership of other six more 
banks, bringing the total number of nationalised banks to twenty. 
The privately owned banks, on the other hand, were allowed to 
function side by side with nationalized banks. However, the foreign 
banks were allowed to continue their operations under the strict 
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regulations. The progress of commercial banks since 1969 is 
exhibited in the following table-1.1. 
Table 1.1 
Progress of Commercial Banking 1969-1991 
Indicators 
A. No. of Commercial Banks: 
1. SBl and its associates 
2. Nationalised Banks (NBs) 
3. Private Sector Banks 
4. Foreign Banks (FB) 
5. Regional Rural Banks (RRBs) 
B. No. of Bank Offices in India: 
1. SBI and its associates 
2. Nationalised Banks (NBs) 
3. Private Sector Banks 
4. Foreign Banks 
5. Regional Rural Bank, (RRBs) 
C. Quantitative Expansion: 
(i) Population per office (,000) Nos. 
(ii) Deposit per office (Rs. bn.) 
(iii) Credit Per Office (Rs. bn.) 
(iv) Per capital deposit (Rs.) 
(v) Per Capital Credit (Rs) 
(vi) Share of rural branches to total 
in (per cent) 
(vii) Bank deposits as per cent of 
GDP at current prices 
(viii) No. of banks employee (000) 
June 
1969 
• 
71 
8 
14 
36 
13 
NA 
8832 
2602 
4617 
1483 
130 
NA 
64 
16.6 
13.0 
261.1 
201.7 
22,2 
13.7 
220 
March 
1980 
153 
8 
20 
104 
16 
5 
32419 
8351 
20511 
2719 
136 
NA 
20 
13.2 
10.1 
440.1 
316.2 
46.9 
32.6 
582 
June 
1985 
267 
8 
20 
31 
20 
188 
53165 
10742 
25145 
4540 
136 
12602 
15 
12.0 
7.9 
818.2 
540.7 
58.7 
39.4 
723 
March 
1987 
276 
8 
20 
33 
21 
194 
53565 
10833 
25485 
4202 
136 
12909 
14 
15.1 
8.3 
1374.2 
618.6 
56.2 
40.1 
826 
March 
1991 
272 
8 
20 
25 
23 
196 
60646 
12461 
29812 
3703 
139 
14531 
14 
18.3 
11.0 
1296.1 
784.9 
58.5 
42.4 
926 
Percentage 
change of 
1991 over 
1969 
283.0 
0.0 
42.8 
-30.5 
76.9 
NA 
586.7 
378.9 
545.7 
149.6 
6.9 
-
-7.8 
1.2 
-15.3 
1531.2 
289.2 
NA 
NA 
320.7 
NA - Not Available 
Source: RBI, Banking Statistics and RBI, Annual Report, various issues 
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The above table 1.1 delineated a significant expansion of the 
banking sector between 1969 to 1991 on the basis of major 
development indicators such as number of branches, deposit 
mobilisation, credit disbursed, per-capita deposits and credit. 
Table 1.2 
Population Group-Wise Bank Offices, Deposits and Advances 
Population Group 
A. Bank Offices (in no.) 
Rural 
Semi-urban 
Urban 
Metropolitan 
Total 
B. Bank deposits 
(Rs. in crore) 
Rural 
Semi-urban 
Urban 
Metropolitan 
Total 
C. Bank Credits 
(Rs. in crore) 
Rural 
Semi-urban 
Urban 
Metropolitan 
Total 
June 
1969 
1833(22.2) 
3342(40.4) 
1584(19.2) 
1503(18,2 
8262(100) 
145 (3.1) 
1025 (22.0) 
1209 (25.9) 
2287 (49.0) 
4666 (100) 
54(1.5) 
407(11.3) 
722 (20.0 
2426 (67.2) 
3609 
(100) 
June 
1980 
14817 (45.7) 
8331 (25.7 
5243 (16.2) 
4021 (12.4) 
32412 (100) 
3966 (11.9) 
7712 23.1) 
8368 (25.2) 
13275 (39.8) 
33321 (100) 
2161 (9.6) 
3641 (16.3) 
5026 (22.5) 
11552 (51.6) 
22380 
(100) 
Sept. 
1985 
30664 (57.9) 
9845 (18.9) 
6230 (12.0) 
5275 (10.1) 
52014 (100) 
14375 (14.0) 
21404 (20.8) 
26660 (26.0) 
40186 (39.2) 
102625 (100) 
7489 (14.1) 
9089 (17.1) 
11854 (22.3) 
24730 (46.5) 
53162 
(100) 
June 
1987 
30201 (56.1) 
10629 (19.7) 
7215 (13.4) 
5795 (10.5) 
53840 (100) 
15632 (14.4) 
23146 (21.4) 
28179 (26.0) 
41397 (38.2) 
108354 (100) 
10026(14.8) 
11614(17.2) 
15539 (23.0) 
30476 (45.0) 
67655 
(100) 
March 
1991 
3516 (58.1) 
11379 (18.8) 
8233 (13.6) 
5769 (9.5) 
60597 (100) 
33166 (15.1) 
43938 (20.0) 
51412 (23.4) 
91026 (41.5) 
219539 (100) 
19688 (14.7) 
20624 (15.4) 
28476 (21.3) 
64958 (48.6) 
133745 
(100) 
Note; Figures indicates the aggregate of SBl and its associates, nationalized, Pvt, and foreign 
sector banks 
Source: (i) RB! Banking statistics 
(ii) Quarterly Hand Out: Statistical Tables relating to banks in India 
The Table-1.2 shows the population group-wise position of 
banking operations in India. It is evident from the table that the 
percentage of rural branches to total branches has gone up 
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significantly from 22.2 per cent in June 1969 to 58.5 per cent in 
March 1991. The semi-urban and rural coverage when taken 
together accounted for 76.9 per cent in March 1991 against 62.6 per 
cent in June 1969. In the spheres of the communities' financial 
savings, the commercial banks have emerged as one of the major 
financial intermediaries in the country. Since nationalization there 
has been a spectacular rise in the volume of deposits that was 
Rs.4666 crore in June 1969 rose to Rs. 219539 crores in March 1991 
accounting 42, fold increase. The deposits in the rural areas 
increased both in absolute and percentage term from 3.1 percent 
(Rs.l45crores) in June 1969 to 15.1 percent (Rs. 33166 crores) in 
March 1991. The credit deployment of commercial banks has also 
been increased in absolute term since nationalization but there has 
been a significant change in the direction of flow of credit. The share 
of rural areas credit has increased from a meager share of 1.5 per 
cent (Rs. 54 crores) in June 1969 to 14.8 per cent (Rs. 10026 crores) in 
June 1987 and fell marginally to 14.7 per cent (Rs 19688 crore) in 
March 1991. 
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Table 1.3 
Population Group-Wise Region-Wise Credit Deposit Ratio 
Region/Population group 
A. Region wise 
1. Northern 
2. North Eastern 
3. Eastern 
4. Central 
5. Western 
6. Southern 
All India Total 
B. Population GroupWise 
1. Rural 
2. Semi-urban 
3. Urban 
4. Metropolitan 
All India Total 
Dec. 
1969 
65.1 
67.2 
52.8 
50.1 
73.2 
78.5 
71.9 
37.6 
43.0 
59.1 
98.2 
71.9 
Dec. 
1980 
69.1 
63.0 
55.0 
49.4 
70.1 
80.9 
66.9 
56.9 
49.2 
59.7 
85.2 
66.9 
Dec. 
1985 
47.4 
43.0 
48.2 
48.7 
69.3 
76.7 
60.5 
63.9 
50.0 
53.4 
73.1 
61.8 
March 
1990 
47.6 
70.0 
52.6 
49.8 
63.7 
83.2 
60.7 
60.7 
48.7 
58.7 
82.0 
60.7 
Source: RBI, Banking statistics; Quarterly Handout; Statistical tables relating to Banks in 
India, 1990 
TabIe-1.3 shows the credit deposit (C/D) ratios of commercial 
banks. Since nationalization, C/D ratio dwindled from 71.9 per cent 
in December 1969 to 60.7 per cent in March 1991. The rate of decline 
rate in the backward region is more significant than that from 
advanced region of the country. The level of C/D ratio has declined 
to 47.6 per cent and 49.8 per cent in northern region and central 
region respectively in March 1990. The population group wise C/D 
ratio shows that rural and semi-urban areas accounted with a very 
low ratio (around 40 per cent) while metropolitan areas had high 
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ratio (around 80 per cent) throughout the period 1969 to 1990. This 
indicates bank's insigiiificant performance in lending activities in 
the rural areas. Moreover, low C/D ratio in the backward areas 
clearly signifies siphoning of loanable funds to the developed region 
of the country. 
Table-1.4 shows the sectoral deployment of bank credit 
during 1969 to 1991. The sector wise allocation of advances by 
commercial banks has undergone a sea change during post 
nationalisation. The commercial banks have diverted an increasing 
proportion of their credit to sectors like agriculture small-scale 
industries. 
Table 1.4 
Bank Credit to Various Sectors (1996-1991) 
Sector 
Food Procurements 
Large Scale Industiy 
Small Scale Industries 
Agriculture 
Wholesale Trade 
Others 
Total 
1969 
6.5 
60.9* 
7.9 
5.3 
10.0 
9.4 
100 
1976 
18.8 
43.4 
10.5 
9.4 
7.0 
10.9 
100 
1982 
7.3 
38.3 
13.4 
15.8 
7.6 
17.6 
100 
1988 
3.1 
36.3 
15.5 
17.1 
4.9 
23.1 
100 
1991 
3.3 
39.4 
13.8 
14.0 
4.8 
24.8 
100 
*include medium industries 
Source: RBI, Banking statistics; Basic statistical return, various issues, 1991 
48 
IntwducLion 
Objectives of Banking Sector Reforms: 
The initiation of financial sector reforms in the early 1990s 
was essentially to bring about a transformation in the structure, 
efficiency and stability of financial markets, as also an integration of 
the markets. Some of the important structural changes enabled by 
financial sector reforms related to introduction of free pricing of 
financial assets in almost all segments, relaxation of quantitative 
restrictions, removal of barriers to entry, new methods of 
floatation/issuance of securities, increase in the number of 
instruments and enlarged participation, improvement in trading 
clearing, and settlement practices, and improvement in 
informational flows, transparency and disclosure practices. 
The key objectives of reforms in the banking sector in India 
have been to enhance the stability productivity and efficiency of 
banks. To achieve these objectives, various reform measures were 
initiated that could be categorised broadly into three main groups: 
> Enabling measures, 
> Strengthening measures and 
> Institutional measures. 
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Enabling measures: were designed to create an environment 
where banks could respond optimally to market signals on the basis 
of commercial considerations. Salient among these included 
reduction in statutory pre-emption so as to release greater funds for 
commercial lending, interest rate deregulation to enable price 
discovery, granting of operational autonomy to banks and 
liberalisation of the entry norms for financial intermediaries. 
The strengthening measures: aimed at reducing the 
vulnerability of banks in the face of fluctuations in the economic 
environment. These included, inter alia, capital adequacy, income 
recognition, assets classification and provisioning norms, exposure 
norms, improved levels of transparency, and disclosure standards. 
Institutional framework: conducive to development of banks 
needs to be developed. Salient among these include reforms in the 
legal framework pertaining to banks and creation of new 
institutions. 
Contents of Banking Reforms 
Prior to financial sector reforms initiated in 1991, the Indian 
financial sector remained largely segmented due to an administered 
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interest rate regime and directed credit controls, which prevented 
proper pricing of instruments. Since the Government raised 
resources from the banking system at interest rates, which were iiot 
market-related, there was hardly any trading in government 
securities. Banking sector reforms since 1991 have included, among 
others, the following: 
> Granting operational autonomy to banks, 
> Liberalisation of entry norms for financial intermediaries 
> Reduction in statutory pre-emptioii so as to release greater 
funds for conunercial lending, deregulation of interest rates, 
> Relaxation in investment norms for financial intermediaries, 
especially banks, 
> Emergence of new institutions such as primary dealers and 
mutual funds. 
> Easing of restrictions in respect of banks' foreign currency 
investments and 
A Withdrawal of reserve requirement on inter-bank borrowings. 
Thus, financial repression has eased substantially with the 
deregulation of interest rates and substantial removal of credit 
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allocation. These reforms have paved the way for integration among 
various segments of the financial market. 
The Major Recommendations of First Narasimham Committee 
The Committee submitted its reports on November 1991. It 
recommended gradual deregulation of banking sector and financial 
sector in general. The recommendations included -
> A reduction of statutory liquidity Ratio (SLR) to 25 per cent 
over the next five years with a reduction in current year itself; 
> Reduction in the CRR to 10 per cent, payment of interest on 
the CRR and use of CRR as an instrument of monetary policy. 
> Gradual phasing out of the directed credit programmes by 
redefining the priority sector. The stipulation that 40 per cent 
of all credit should go to the priority sector. Priority sector is 
redefined as "small & marginal farmer, tiny sector of industry, 
small business and transport operations, village and cottage 
industry, rural artisans and other weaker section". The total 
flow of credit to the priority sector should be fixed at 10 per 
cent of aggregate bank credit. 
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> Deregulation of interest rates in a phased manner and 
bringing interest rates on government borrowing in the line 
with market determined rates. 
'r Attaining Basle norms (BIS) of capital adequacy in a phased 
manner, 4 percent by March 1993 and full 8 per cent by March 
1996. 
> Tightening the prudential norms. It is necessary for banks to 
follow a uniform practice of income recognition, valuation of 
assets and provisioning against doubtful debt. 
> Bringing more transparency in the banks balance sheet. 
> Accelerating the pace of loan recoveries and tackling doubtful 
debts through establishment of assets reconstruction fund 
(ARF) and debt recovery tribunals (DRTs). 
> Entry of private banks and easing of foreign banks. 
> Sale of bank equity to public. 
> Phase out the development finance Institutions (DFIs) to 
access to fund. 
> Increased competitions in lending between DFI, and a switch 
from consortium lending to syndicate lending. 
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r Easing of regulations on capital markets, combined with entry 
of Foreign Institutional Investors (FIls) and better supervision. 
The Level of Implementation of Narasimham Committee 
Recommendations 
1. Reduction in Cash Reserve Ratios: CRR obligates a bank to 
hold a certain fraction of its net demand and time liabilities (NDTL) 
as reserves with the central bank in order to ensure liquidity of the 
banking system. The SLR requires banks to invest a pre-determined 
proportion of its NDTL in Government and other approved 
securities. These requirements serve as instruments of monetary 
control, pre-empt lendable resources of banks and distort portfolio 
choice, The CRR which was 15 per cent in 1991-92, has been 
gradually reduced over the years (as shown in Table-1.5). It became 
10.5 per cent on January 1998 and further reduced to 5.5 per cent in 
December 2001. The SLR that stood at 38.5 per cent in 1991-92 has 
also been reduced to a uniform level of 25 per cent throughout the 
years ending on December 2001. However, the system of multiple 
prescriptions for the SLR has been withdrawn. Finally since October 
1997, all cash balances maintained by banks with the RBI on account 
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of the CRR have earned at a uniform interest of 4 per cent as against 
earning an effective interest rate of 3.5 per cent earlier. 
Table -1.5 
Trend of Cash Reserve Ratio (CRR) and Statutory Liquidity Ratio 
(SLR) 1991-92 to 2000-01 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
April '96 
July '96 
October '96 
January '97 
October '97 
January '98 
April '98 
March '99 
April '99 
December '01 
CRR (as % of NDTL*) 
15 
15 
14 
15 
14 
13 
12 
11.5 
10 
9.75 
10.5 
10 
10.5 
10.5 
5.5 
Base SLR (as % of NDTL) 
38.5 
37.75 
34.75 
33.75 
31.5 
31.5 
31.5 
31.5 
31.5 
25.0 
25.0 
25.0 
25.0 
25.0 
25.0 
Note : *Net demand and time liabilities 
Source; RBI, Annual Report, various issues, and RBI, Credit Policy, October 1997 and 
April 1998. 
2. Interest rates deregulation: The RBI stipulated maximum 
deposits rates on both savings and time deposits of all maturity as 
well as minimum lending rates on loans of all maturity and sizes. 
These have guaranteed the banks a minimum interest rate spread 
and a measure of protection against increasing cost of operation. 
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The first step in deregulating lending rates was taken in 
October 1994, when rates were deregulated for advantages more 
than Rs. 2,00,000. However, banks were advised to announce and 
maintain a specified rate over the prime-lending rate (PLR) to keep 
the range of lending rates across different type of risks within 
reasonable limit. Lending rates for loans less than Rs. 2,00,000 have 
also been partially deregulated since April 1998 in order to remove 
the disincentive to the flow of credit towards small borrowers. The 
process of deregulating deposit rates in phases began in April 1992 
and has gathered momentum in recent years. Deregulation of term 
deposits rates first took the form of the RBI switching of term 
deposit to amiouncing, ceiling rate deposit rates. Since July 1996, 
RBI has been abolishing the ceiling for deposit of different maturity, 
starting from those with the highest maturity and by April 1998, 
interest rates on deposits beyond fifteen days have been freed. The 
phased reduction in interest rates since the reforms is shown in 
Table-1.6. 
56 
^ 
£^) 
SI 
n 
H 
I 
r-t 
<u 
4-1 
on 
U 
CD 
I S 
IT) 
O N 
1 
1 
< 
•SI 
r-l 
1 
1 
1 
00 
1 
O 
1 
1 
•4-i 
« 
Si 
60 
c 
13 
C 
V 
u 
a; 
N 
'J) 
oi 
o 
(N 
C 
<N 
o 
O 
r-t 
O 
r-t 
O 
o 
n 
i n 
i n 
rn 
i n 
en 
i n 
t n 
r-i 
i n 
en 
r-i 
i n 
rn 
i n 
en 
i n 
en 
rH 
o in 
O 
O g 
i n 
(N 
i/i 
c 
a 
i n 
en 
o 
8 
o 
i n 
<N 
> 
< 
- u —^ 
d-
II 
0 . ^ 
a, ffT 
^ iri 
in 
1 
5^  
1 
1 
8 
•3 
01 
o 
D. 
01 
Q 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
r ; 
V 
u 
i n 
-t-
i n 
-r 
i n 
i n 
i n 
i n 
•at 
i n 
i n 
-1> 
i n 
i n 
c 
i r i 
;3 
r 
O 
r-" 
X 
o 
rH 
X 
CM 
o 
X 
a 
> 
en 
en 
nj 
1 
O 
xi 
1 
0) 
1 
1 
>, 
OJ 
> 
0 
< 
Z £ S 
^ 3 .S 
O 
T-H 
X 
T-H 
1 
1 
1-' 
0 
B 
O 
eo 
OJ 
01 
iH 
0) 
01 
OJ 
OJ 
1 
r H 
OJ 
> 
< 
6 
i n 
en 
t s 
-r 
en 
v6 
i n 
I s 
iri 
rt< 
00 
O 
d 
rH 
t s 
rH 
ts 
ON 
00 
• 
K 
C 
1 
C7-
O 
r-i 
r H 
(N 
(N 
rH 
(N 
r H 
IN 
o; 
n 
C 
n 
Oi ^ 
^ 0) 
TO n 
Ci: o 
bo u 
= o 
^ -tJ 
c c U QJ 
QJ O 
C i ^ 
Ci) X I 
e^ , 1 
• ^ cti 
0) (J 
t ; ^H 
O OJ 
S s 
•a g 
^ o 
0) O 
7$T3 
fo i i 
T J 
• 5 ^ 
« u 0) " 
h! tH 3 0 
.y>'«^ 
tx. g 
OJ 0) 
—H OJ 
X I !-. 
to x; U HJ 
^ t - ^ 
a. 0 
^ c ^ 
"= J 
0 ^ 
2 da 
• • 0 ) 
c <« 
c ^ 
5i 
i^ 
•a g 
0) T3 T3 
•rH (U 
OJ . j : : 
^ 13 
m 3 
l i C 
t^ 
in 
< 
r- "fi 0) ^ 
(1) 
c 
01 
^ 
c 
n3 
M-O 
M 
« x; 
u 
o 
OJ 
III 
u 
OJ 
« 
^ f-
m 
e^ 
l/l 
rr, 
m 
g 
OJ 
, (Tl 
u 
J H 
QJ 
5 p 
n 
u 
•c 
OJ 
P 
'V j 
(IJ 
J : 
u 
n 
eO 
b 
OJ 
> 
• • o 
£i Di IN 
O H-l ON 
Z ^ CT\ 
Introduction 
3. Prudential Regulations: 
The RBI introduced internationally accepted prudential 
norms relating to income recognition, asset classification, and 
provisioning and capital adequacy. Capital adequacy norms require 
commercial bank to maintain capital to risky asset ratio (CRAR) of 
not less than 8 per cent, as recommended by the Banks for 
International Settlement (BIS). Further at least 4 per cent of risk-
weighted assets were to be in the form of pure capital (Tier-1), that 
is equity capital and free reserves. Such norms are expected to 
minimise the problem of inadequacy of capital compared to risk 
exposure that has persistently been plagued the public sector banks 
(Sankar; 1999). New norms of income recognition, asset 
classification and provisioning were introduced to reflect quality of 
loan portfolios and to obtain a true picture of the financial situation 
of each bank. The Ministry of Finance, 1993, estimated a reduction 
about 28 per cent of profit of 28 PSBs due to implementation of the 
new accounting norms. Prudential regulations have been 
strengthened especially with respect to classification of assets into 
four categories; standard, sub-standard, doubtful and loss assets. 
Standard assets are defined as credit facilities with respect to sum of 
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which interest or principal or both are paid by due date and for 
others, where the amount due is paid within 30 days of the due 
date. An asset is treated as NPAs if it remains 'past due' for a period 
of two quarters while pre-reform period banks were not classify 
accounts with outstanding below Rs. 25000 into four categories but 
were required to make provisions at a flat rate. 
4. Deregulation: 
Entry of private banks has been allowed in the deregulated 
environment since January 1993. As a result, 19 new private sector 
banks; 9 domestic and 10 foreign banks have commenced their 
operation during 1993 -97. The RBI has sought to ensure that the 
new entrants are professionally managed, financially viable, and 
technically strong, and there would be no adverse consequences 
such as concentration of credit. 
5. Supervisory strategy and transparency: 
The RBI supervisory strategy comprises both off-site 
surveillance and on-site inspection. A detailed off-site surveillance 
system is based on a prudential supervisory reporting framework 
on a quarterly basis covering capital adequacy, asset quality, loan 
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concentration, operational results, and connected lending which has 
been made operational. An on-site inspection is conducted annually 
since July 1997. It involves an evaluation of the total operations and 
performance of banks under CAMELS (capital adequacy, asset 
quality, management, earning, liquidity and system) followed in 
many countries including US. The role of external auditors has also 
been made compulsory. 
The RBI has also taken a number of measures to improve 
transparency and disclosure norms in the published account of 
banks. From 1996-97 disclosure under the head 'provisions and 
contingencies' in the profit and loss account has been emphasised. 
The banks are now required to list the bad and doubtful debts, 
provision for erosion in the value of investments, and provisions for 
taxes. Banks are also required to disclose the capital adequacy ratio, 
as well as percentage of net NPA to net advances that were not 
required earlier. 
6. Debt recovery and financial supervision: In order to 
supervise financial institutions more effectively, the board of 
financial supervision became operational in November 1994 and its 
supervisory scope was gradually extended. To facilitate the 
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recovery of loans, debt recovery tribunal (DRTs) are set up in the 
major cites due to tlie Banks and Financial Institutions bill 1993. 
7. Directed credit; 
The priority sector target of 40 per cent of net bank credit will 
continue under some modification of the definition and target 
norms of priority sector as advised by RBI. 
8. Customer Service: 
An independent evaluation of customer's satisfaction by an 
independent out side agency is to be arranged by the end March 
1994 with signing the memoraiidum of understanding (MOU) by 
individual Banks with RBI. The banking "Ombudsman" scheme 
was instituted in 1995 for expeditious and inexpensive resolution of 
customers' complaint about deficiencies in banking services. 
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Table 1.7 
Performance of Reform During First Phase (1991-98) 
Performance 
Indicators 
Population per Bank 
Offices (000) 
Percentage share of 
rural bank office 
Per capita deposit 
(Rs.) 
Per capita credit (Rs.) 
Bank deposit as per 
cent of GDP at 
current prices 
Credit/Deposit 
ratio's 
No. of banks 
attaining capital 
adequacy ratio 
Percentage of NPAs 
to total advances 
No. of banks with 
gross NPAs more 
than 20 percent 
Percentage of net 
NPA to total assets 
No. of banks with net 
NPA more than 20 
percent 
Recapitalisation of 
banks(bn) 
No. of banks 
capitalized 
Gross Profit as 
percent of total assets 
Net profit as per cent 
of total assets 
Intermediation cost 
as per cent of total 
assets 
Provisions & 
contingencies as per 
cent of total assets 
1991-
92 
14 
58.5 
1296.1 1 
618.6 
42.4 
61.0 
Nil 
Nil 
Nil 
-
-
1.84 
1 
0.28 
i 2.61 
j 1.57 
1 
1992-
93 
13 
57.6 
-
-
41.2 
60.5 
23.2 
Nil 
Nil 
-
0.94 
-0.99 
2.63 
1.92 
1993-
94 
14 
57.2 
-
-
42.8 
56.6 
8 
24.8 
16 
Nil 
Nil 
57.0 
19 
0.99 
2.65 
2.14 
1994-
95 
14 
56.2 
4242 
2719 
39.8 
59.2 
13 
19.5 
10 
4.0 
10 
5.29 
13. 
1.41 
0.25 
2.83 
116 
1995-
96 
15 
52.4 
4643.8 
2908.1 
43.3 
61.9 
19 
18.0 
10 
3.6 
2 
8.5 
6 
1.49 
-0.07 
2.99 
1.56 
1996-
97 
15 
50.2 
5323.3 
3356 
42.6 
57.3 
25 
17.8 
3.6 
1 
15.1 
6 
1.60 
0.57 
2.88 
1.03 
1997-
98 
15 
51.2 
6270 
3759 
55.5 
26 
16.0 
3.3 
1 
-
6 
1.58 
0.77 
2.66 
0.81 
Source : Computed from Indian Banks 'Association, performance Highlights of Banks, 
various issues and Report on trend & progress of Indian banking, various issues. 
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Response of First Phase of Banking Sector Reforms 
The different aspects of bank's performance during first phase 
of reforms have been exhibited in the Table-1.7. These are 
summarised under the following heads: 
1. Quantitative expansion: The populations per bank office 
have been increased from 14,000 m 1991-92 to 15,000 in 1997-98. The 
total number of bank offices in absolute term has been increasing 
while the share of rural branches has declined from 58.5 per cent in 
1991-92 to 51.2 per cent in 1997-98. 
2. Deposit mobilisation : The deposit mobilization of banks 
during the post reform era was significant, however, bank deposit 
as percentage of gross domestic product (GDP) at current prices 
remained constant (around 42 per cent) during the period under 
consideration. The credit deposit ratios declined from 61 percent in 
1991-92 to 55.5 percent in 1997-98. However, the reform era 
experienced a slow growth of deposit, 6.8 per cent during 1990-91 to 
1995-96 while the same was 9.8 per cent during 1980-81 to 1989-90 
(base 1981- 82- 100) 
3. Portfolio choice: In spite of deregulation of interest rates and 
reduction in Cash Reserve Ratio (CRR) and Statuary Liquidity Ratio 
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(SLR) requirements the trend in credit deployment and investment 
sliows that asset portfolio of banks was not in favour of loans. The 
rate of growth of real credit has significantly declined to 4.2 per cent 
during 1990-96 compared to the average growth rate of 8.7 per cent 
during 1980-90. However, there was a fluctuation in the rate of 
growth of credit in 1994-95 and 1995-96 particularly experienced a 
negative growth. The decline in the rate of growth of credit has 
occurred concurrently with an increase in the rate of growth of 
investment in government securities and an increase in the 
proportion of government investment in major earning assets. 
It is important to note that increase in investment in the post 
reform period took place in the context of declining SLR 
requirements. This has resulted in excess holding of Government 
securities above the SLR requirements by the commercial banks. 
The study however, showed that the industry and trade suffered 
from lack of availability of credit. (Caprio et. al., 1997). 
4. Profitability: The trends in profitability during post reform 
era demonstrate a significant variation in all banks except private 
banks measured in terms of return to working fund. The gross 
profit increased from 0.94 per cent in 1992-93 to 1.58 per cent in 
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1997-98, and net profit from a negative figure of (-) 0.99 per cent to 
0.77 per cent ciurn~ig the same period. The number of loss making 
banks reduced from 8 m 1993-94 to 3 in 1996-97. 
5. Capital adequacy: The target set by RBI, for attaining BIS 
norms of an 8 per cent of risk weighted capital to assets ratio had 
nearly been achieved. As on 1996-97, 25 out of 27 PSBs have attained 
BIS a norm that indicates an improvement in the soundness of 
Indian banking sector. This improvement may be due to 
compromise on their lending activities. (Sen and Vaidya, 1999). 
6. Non -performing assets: The average percentage of NPAs to 
total advances for 27 PSBs declined from 23.2 per cent in 1992-93 to 
16.0 per cent in 1997-98. The number of banks above 20 per cent 
gross NPA has also reduced from 16 in 1993-94 to 10 in 1995-96. 
According to RBI estimates, priority sector NPAs to total NPAs 
reduced from 50.0 per cent in 1994- 95 to 46.4 per cent in 1997-98. 
This drastic reduction of NPAs may be due to liberal definitions in 
India compared to international standards as Iiidia recognizes NPAs 
only after 180 days of default, while the international norms is 90 
day to 45 days. 
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The foregoing discussion revealed a positive impact of the 
first phase of reform on the performance and the soundness of 
Indian banking system. Banks have been recapitaUsed and became 
healthier thai'i pre-reform era. It has been discerned that the rate of 
deposit mobilisation has reduced over the years. The compulsory 
capture of bank deposits by the government through CRR and SLR 
has also been reduced. There has been a significant deregulation of 
interest rate. Indian banking system attempted to improve the 
quality of services through technology up-gradation. In spite of 
expansion of private and foreign banks, the oligopolistic dominance 
of PSBs still continues (Tarapure, 1999) and non-performing assets 
continue to drug down banks profitability. The indicators 
measuring profitability and efficiency of PSBs do not conclusively 
suggest an improvement in their performance. There exists a 
significant difference in profitability between public sector banks, 
private sector banks and foreign banks. Further, there had not been 
much progress in expediting the debt recovery. Similarly, further 
reform measures are required on directed credit that has been 
imposed over the year on financial institutions' lending to 
agriculture and small sector as well as concessional credit, i.e., at the 
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reduced rate or interest, to specified sector. Concessional credit is 
not a cost-effective method of poverty alleviation. There had been 
signs of portfolio shift of banks from credit to risk-less government 
Securities. 
The banks had attained BIS norms of capital adequacy which 
is neutralised by the existence of high volume of NPAs, periodic 
injection of capital by the Government. It is in this context argued 
that a proactive policy will only ensure the corrective measures of 
the problem. In this respect Narasirnham committee recommended 
a package of measures in October 1998 (GOI). Major emphasis is on 
increase in minimum capital adequacy ratio, recognition of market 
risks; tighter asset classification, income recognition and 
provisioning norms; introduction of Asset Liability Management 
system and for further enhancing the transparency and disclosure 
practices etc. 
The Recommendation of Narasirnham Committee (1998) and the 
Level of Implementation by RBI 
The implementation of the recommendations of Narsimham 
Committee (1998) has been summarized in the following tabular 
form: 
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Recommendations 
(i) 5 percent weight tor mari<et risk for 
Government approved securities 
Decisions Announced 
To be implemented in pliase: 
2.5 percent risk weight by the year 
ending N4arch 31, 2000. Balance of 2.5 
percent will be announced later. An 
additional risk weight (of 20 percent) 
is proposed for securities of 
government undertakings that do not 
form part of the approved market-
borrowing programme with effect 
from the financial year 2000-2001. This 
will be implemented in the case of 
outstanding stock of such securities as 
on March 31, 2000, in two phases at the 
rate of 10 percent each in 2001-02 and 
2002-03. 
(ii) The risk weight for Government 
guaranteed advanced to be the same as 
for other advances 
Risk weights will be assigned for 
government guaranteed advanced 
sanctioned from April 1, 1999 as 
under: 
Against the guarantee of the : 
(a) Central Government ; 
0 percent 
(b) State Governments : 
0 percent 
(c) State Government who have 
remained in default as on March 31, 
2000 in case where the guarantee has 
been involved. 
(d) State Governments who continued 
to be in default after March 31, 2001 in 
respect of such invoked guarantees : 
100 percent 
(iii) Foreign exchange open position 
limit to carry 100 percent risk weight. 
To be implemented from the current 
financial year ending March 31,1999. 
(iv) A minimum target of 9 percent 
CAR to be achieved in the year 2000 
and 10 percent by 2002. 
Banks should achieve a minimum 
CAR of 9 percent on March 31, 2000. 
Decision about furtlier enhancement of 
CRAR will be announced later. 
(v) An asset is classified as doubtful if 
it is in the sub-standard category for 18 
months in tlie first instance and 
eventually for 12 montlis and loss if it 
An asset will be treated as doubtful. If 
it has remained in sub-standard 
category for 18 montlts instead of 24 
months, by March 31, 2001. Banks may 
68 
Introduction 
has been so identified but not written I make provision 
oft. I phases as under: 
therefore, in two 
As on march 31, 2001 : Provisioning of 
not less than 50 percent on the assets 
which have become doubtful on 
account of the new norms, i.e., 
reduction of the period from 24 
months of 18 months. 
As on March 31, 2002; Balance 50 
percent of the provisions should be 
made in addition to the provisions 
needed as on March 31, 2002. 
The proposal to introduce the norm of 
12 months will be announced later. 
(vi) (a) The Government guaranteed 
advances which have turned sticky to 
be classified as NPAs. 
The state Government guaranteed 
advances in respect of which 
guarantee has been invoked and the 
concerned Government has remained 
in default for more than two quarters 
are to be classified as NPAs with effect 
from April 1,2000. 
(b) Income recognition, asset 
classification and provisioning norms 
should apply (o Government 
guaranteed advances in tlie same 
manner as for any otlier advances. 
Provisions on these advances should 
be made over a period of 4 years as 
detailed below; 
Provisions against existing/old state 
Government guarantee advances 
where guarantee has been invoked 
and the concerned State Government 
has remained in default for more than 
two quarters are to be made during tlie 
next four years form the year ending 
March 31, 2000 to March 31, 2003 with 
a minimum of 25 percent, each year. 
(vii) A general provision of 1 percent 
on standard assets be introduced. 
To start with, banks should make a 
general provision of a minimum of 
0.25 percent for the year ending March 
31, 2000. The decision to raise further 
the provisioning requirement on 
standard assets would be announced 
in due course. 
(viii) Banks and financial institutions 
should avoid the practice of 'ever 
greening'. 
The Reserve bank reiterates that banks 
and financial Institutions should 
adhere to the prudential norms on 
assets classification, provisioning, etc., 
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> (ix) Any effort at financial 
restructuring must go hand in hand 
with operational restructuring. Witli 
the cleaning up of the balance sheet, 
simultaneously steps to be taken to 
prevent/limit re-emergence of new 
NPAs. 
(x) To enable banks in difficulties to 
issue bonds for Tier II capital. 
Government will need to guarantee 
these instruments, which would then 
make them eligible for SLR investment. 
(xi) To enable banks in difficulties to 
issue bonds for Tier II capital. 
Government will need to guarantee 
these instruments, which would then 
make them eligible for SLR investment. 
(xii) There is a need for disclosure in a 
phased manner of the maturity pattern 
of assets and liabilities, movements in 
provision account of NPAs. 
(xiii) Concentration ratios need to be 
indicated in respect of bank's estate. 
These exposure norms need to be 
carefully monitored. 
(xiv) Banks should bring out revised 
operational manuals and update them 
regularly. 
(xv) There is need to institute an 
independent loans review mechanism 
especially for large borrower accounts 
and to identify potential NPAs. 
and avoid the practice of 'ever 
greening'. 
The banks are advised to take effective 
steps for reduction of NPAs and also 
put in place risk management systems 
and practices to prevent re-emergence 
of fresh NPAs. 
Public Sector Banks are encouraged to 
raise their Tier II Capital. Government 
guarantee to these insti-uments does 
not seem appropriate. 
Banks have already been advised to 
put in place a formal Asset-Liability 
Management (ALM) system with 
effect from April 1, 1999. Iiistructions 
on further disclosures will issued in 
due course. 
Banks are advised to strictly comply 
with instructions which are already in 
place. 
Arrangement should be put in place 
for regular 
Banks should eiisure a loan review 
mechanism for larger advances soon 
after its sanction and continuously 
monitor the weakness developing in 
tlie accounts (or initiating corrective 
measures in time. 
Banks should ensure a loan 
mechanism for larger advances after 
its sanction and continuously monitor 
the weaknesses developing in the 
accounts for initiating corrective 
measures in time. 
Impact of Second Phase of Reforms 
Table 1.7 summaries the performance of banks during the 
second phase of the reform. The share of rural bank office declined 
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to 49.4 percent in 2000-01. The credit deposit ration witnessed slight 
improvement from 55.5 percent in 1998-99 to 58.5 percent in 2000-
01. The target of attaining BIS norms for capital adequacy of 9 
percent attained by 22 banks. The percent of NPAs to total advances 
declined to 12.4 in 2000-01 from 15.9 percent in 1998-99. 
Table 1.7 
Performance of Banks During Second Phase of Reforms (1998-
2001) 
Performance indicators 
Population per bank office (000) 
Percentage sfiare of rural hank offices 
Bank deposit as per cent of GDP at current prices 
Credit Deposit ratios (percentage) 
No. of banks attaining capital adequacy ratio 
Percentage of NPAs to total advances 
No. of banks with gross NPA more than 20 percent 
Percentage of net NPA to total assets 
No. of banks with net MPA more than 20 percent 
Gross Profit as per cent of total assets 
Operating profit/staff express 
Intermediation Cost as per cent of total asset 
Provisions & contingencies as percent total assets 
Percentage variation of bank credit over previous yrs 
Percentage variation of deposit over previous yr 
1998-99 
15 
50.5 
43.7 
55.5 
-
15.9 
-
3.1 
1 
1.37 
0.42 
2.66 
2.66 
13.0 
16.3 
1999-2000 
15 
49.9 
50.3 
57.1 
22 
14.0 
Nil 
2.9 
Nil 
1.46 
0.57 
2.53 
2.52 
16.5 
13.9 
2000-2001 
15 
49.4 
53.5 
58.5 
22 
12.4 
Nil 
2.6 
Nil 
1.34 
0.66 
2.72 
2.49 
15.3 
14.9 
Source: Computed from Indian Banks' Association Performance Highlight of Banks 
various and Report of Trend & Progress of Indian Banking, various issues. 2000, 2001 
It has been felt further that the need of broad-based measures 
for accelerating the momentum of progress of banking sector. As a 
result, Verma Committee 1999 (third committee in the banking 
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reform trilogy) was appointed, under the chairmanship of M. S. 
Verma. The Committee identified three viz., hidian Banks, United 
Commercial Banks and Union Banks of India out of 27 PSBs are 
weak on the basis of: 
1. Accumulated losses and net NPAs exceed the net worth of 
banks. 
2. Negative operating profits for three consecutive years. 
The next chapter "Growth and Development" will deals with 
the expansion of branch, mobilization of deposits, and increase in 
advances. All these growth parameter has been analysis bank 
Group-Wise as well as population group wise. 
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CHAPTER - II 
Growth and Development 
In previous chapter "Banking Sector Reforms" research has 
make an attempt to analysis causes of Banking Sector Reform and 
different related aspects. 
The present chapter "Growth and Development" will deals 
with branch expansion, deposit growth, advances growth etc. 
During post nationalization era there has been a significant 
progress in the expansion of branch network across the country. 
With a view to assess the pace of growth of PSBs particularly, 
researcher has used different parameter discussed here under. The 
growth rate has been compared during pre and post reform period 
pertaining to 16 years duration of each. 
Table 2.1 
Branch Expansion in Pre and Post Reform, Bank Group-Wise 
(In numbers) 
Year 
1975 
1980 
1985 
1990 
1991 
SBI 
Group 
5202 
(27.8) 
7745 
(26.0) 
10512 
(25.55) 
11559 
(26.56) 
11887 
(26.48) 
Nationalized 
Banks 
9862 
(52.7) 
18083 
(60.6) 
24434 
(61.55) 
27574 
(63.35) 
29046 
(64.70) 
Total 
PSBs 
15064 
(80.5) 
25828 
(86.6) 
34946 
(77.95) 
39133 
(89.91) 
40933 
(91.17) 
Private 
Banks 
3511 
(18.7) 
3849 
(12.9) 
4614 
(11.62) 
4254 
(9.77) 
3825 
(8.52) 
Foreign 
Banks 
130 
(.69) 
136 
(.45) 
136 
(.34) 
136 
(.31) 
138 
(.30) 
Total 
SCBs 
18705 
(100) 
29813 
(100) 
19696 
(100) 
43523 
(100) 
44869 
(100) 
(ji'on 'til and •Devcbpmcnt 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
Source- V 
12400 
(26.8) 
12586 
(26.8) 
12789 
(26.9) 
12875 
(26.8) 
12992 
(26.6) 
13112 
(26.5) 
13109 
(26.3) 
13359 
(26.3) 
13482 
(26.3) 
13561 
(26.5) 
13434 
(25.9) 
13499 
(26.0) 
13678 
(25.8) 
13794 
(25.5) 
13936 
(25.3) 
14132 
(24.6) 
arious stati 
29955 
(64.7) 
30301 
(64.6) 
30472 
(64.2) 
30880 
(64.3) 
31342 
(64.2) 
31644 
(61.2) 
31904 
(63.9) 
32503 
(63.8) 
32803 
(64.0) 
32757 
(63.3) 
32684 
(63.2) 
32643 
(62.8) 
33416 
(63.1) 
33945 
(62.8) 
34538 
(62.6) 
35978 
(62,7) 
stical tables rela 
42355 
(91.5) 
42901 
(91.5) 
43338 
(91.2) 
43755 
(91.2) 
44334 
(90.8) 
44756 
(90.6) 
45013 
(90.2) 
45860 
(90.2) 
46285 
(90.3) 
46318 
(89.5) 
46118 
(89.2) 
46142 
(88.8) 
47094 
(89.0) 
47739 
(88.3) 
48474 
(87.9) 
50110 
(87.3) 
ting to ban 
3803 
(8.2) 
3867 
(8.2) 
3993 
(4.8) 
4087 
(8.5) 
4316 
(8.8) 
4462 
(9.0) 
4793 
(9.4) 
4792 
(9.4) 
4802 
(9.4) 
5233 
(10.1) 
5376 
(10.4) 
5624 
(10.8) 
5595 
(10.5) 
6097 
(11.3) 
6444 
(11.6) 
7002 
(12.2) 
<s of India. 
140 
(.3) 
140 
(.3) 
144 
(.3) 
151 
(.3) 
160 
(.3) 
176 
(.4) 
182 
(.3) 
172 
(.3) 
181 
(•4) 
190 
(•4) 
202 
(.39) 
204 
(.39) 
205 
(.39) 
226 
(.42) 
255 
(.46) 
268 
(.46) 
RBI, 2005,2( 
46299 
(100) 
46909 
(100) 
47477 
(100) 
47994 
(100) 
48810 
(100) 
49394 
(100) 
49909 
(100) 
50824 
(100) 
51268 
(100) 
51741 
(100) 
51696 
(100) 
51970 
(100) 
52894 
(100) 
54062 
(100) 
55173 
(100) 
57380 
(100) 
)06,2007 
1. Branch Expansion: 
The country witnessed branch expansion both in PSBs and 
private banks in absolute term during pre-reform i.e., 1975-91. The 
percentage share of PSBs to total branches has been increased from 
80.5 percent in 1975 to 91.17 percent in 1991. While, the same in 
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private banks has slipped from 18.7 percent to 8.52 percent and 
foreign banks from 0.69 percent to 0.30 percent during the period 
mider consideration. However, post-reform period witnessed a 
reverse scenario in terms of percentage share of each bank group to 
total branches of all categories of banks the percentage share of PSBs 
to total branches of SCBs has reduced from 91.17 percent in 1991 to 
87.3 percent in 2007 while the private and foreign banks have 
captured such lost ground of PSBs during the period under 
consideration. It can be further analyse by the table 2.2 give below: 
Table 2.2 
Comparison of Branch Expansion Pre and Post Reform, Bank 
Groups-Wise 
Pre-Reform 
1975 
1991 
Growth 
Cgr. 
1991 
2007 
Growth 
Cgr. 
Net Growth 
(in fold 
Comparison 
with pre-
reform 
period 
SBI 
Group 
5202 
11887 
6685 
5.30 
11887 
14132 
2245 
1.08 
0.33 
Nationalized 
9862 
29046 
19184 
6.98 
Post-R 
29046 
35978 
6932 
1.34 
0.36 
Total 
PSBs 
15064 
40933 
25669 
6.44 
eform 
40933 
50110 
9177 
1.27 
0.35 
Private 
Banks 
3511 
3825 
314 
.53 
3825 
7002 
3177 
3.85 J 
10.1 
[In numbers) 
Foreign 
Banks 
130 
138 
08 
.37 
138 
268 
130 
4.23 
16.2 
Total 
SCBs 
18705 
44869 
24818 
5.62 
44869 
57380 
12511 
1.54 
0.50 
Source : Calculated from above tables 
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It is quit clear from above analysis no growth has been 
registered in post-reform period in branch expansion particularly in 
PSBs. In reverse private and foreign sector banks has registered 
tremendous grov/th in branch expansion. 
The above analysis can be clearly understood by the diagram 
given below: 
Figure -2.1 
Comparison of Branch Expansion Pre and Post Reform, Bank 
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30000 
25000 
20000 
15000 
10000 
5000 
0 
-
:<0 
tr 
CM 
CM 
• 
at 
1 
«>1 
V 
• 
1 m o CO 00 v-
«0 
SO 
CI 
j 
1 
1 
1 
SBI Group Nationalized Total PSBs Private Banks Foreign Total SCBs 
Banks 
DPre-Reform Growth (1975-1991) • Post-Reform Growth (1991-2007) 
' I > j A c "• ' • ' , ; . •• 
> V 
y, v._. 
^ S , ' ' 1 ' . , . 
• I . ' n i v f • v ' v ^ 
77 
Lji\nvUi and •UeveCopineiit 
Table 2.3 
Population Group-Wise Growth of Number of Bank Offices 
(In numbers) 
Year 
1975 
1980 
1985 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
Rural 
7112 
(35.5) 
16111 
(46.9) 
29408 
(54.6) 
34867 
(58.1) 
35216 
(58.0) 
35218 
(58.0) 
35301 
(57.0) 
35379 
(57.2) 
35008 
(58.2) 
33092 
(52.7) 
3308 
(52.0) 
32890 
(51.2) 
32856 
(50.5) 
32719 
(49.9) 
32533 
(49.4) 
32434 
(49.0) 
32249 
(48.4) 
32091 
(47.7) 
30755 
(44.9) 
30500 
(43.7) 
30633 
(42.7) 
Semi- Urban 
6156 
(30.7) 
8678 
(25.2) 
10745 
(19.9) 
11309 
(18.9) 
11379 
(18.6) 
11397 
(18.6) 
11417 
(18.6) 
11720 
(18.9) 
12270 
(19.7) 
13399 
(21.3) 
13641 
(21.5) 
13876 
(21.6) 
14140 
(21.7) 
14301 
(21.8) 
14508 
(22.0) 
14742 
(22.2) 
14911 
(22.4) 
15151 
(22.5) 
15174 
(22.1) 
15644 
(22.4) 
16310 
(22.7) 
Urban 
3779 
(18.8) 
5462 
(15.9) 
8117 
(15.1) 
8062 
(13.5) 
8233 
(13.6) 
8285 
(13.7) 
8628 
(14.1) 
8824 
(14.3) 
8982 
(14.4) 
9025 
(14.4) 
9298 
(14.6) 
9637 
(15.0) 
9971 
(15.3) 
10176 
(15.5) 
10354 
(15.7) 
10493 
(15.8) 
10739 
(16.1) 
11070 
(16.4) 
11678 
(17.0) 
12216 
(17.5) 
12925 
(18.0) 
Metropolitan 
3002 
(15.0) 
4134 
(12.0) 
5629 
(10.4) 
5656 
(9.4) 
5769 
(9.5) 
5790 
(9.5) 
5889 
(9.6) 
5929 
(9.6) 
6004 
(9.6) 
7333 
(11.7) 
7587 
(11.9) 
7864 
(12.2) 
8151 
(12.5) 
8385 
(12.7) 
8513 
(12.9) 
8590 
(13.0) 
8744 
(13.0) 
9001 
(13.4) 
10942 
(16.0) 
11441 
(16.4) 
11913 
(16.6) 
Total 
20049 
(100) 
34385 
(100) 
53899 
(100) 
59897 
(100) 
60597 
(100) 
60690 
(100) 
61235 
(100) 
61852 
(100) 
62264 
(100) 
62949 
(100) 
63534 
(100) 
64267 
(100) 
65118 
(100) 
65521 
(100) 
65908 
(100) 
66259 
(100) 
66643 
(100) 
67313 
(100) 
68549 
(100) 
69801 
(100) 
71781 
(100) 
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Source : Banking statistics (RBI), 2004-2007 
Population Group-wise Branch Expansion: 
The population group-wise number of bank offices show that 
the percentage share of rural branches during the reform era have 
significantly been declined from 58 percent in 1991 to 42.7 percent in 
2007 while semi-urban and metropolitan area have witnessed an 
increasing trend during the same period under consideration. 
It can further analyse by table 2.4 given below: 
Table 2.4 
Comparison of Branch Expansion Pre and Post Reform, 
Population Group-Wise 
Pre-Reform 
1975 
1991 
Growth 
Cgr. 
1991 
2007 
Growth 
Cgr. 
Net Growth 
(in fold 
Comparison 
with pre-
reform 
period 
Rural 
7112 
35216 
28104 
10.51 
35216 
30633 
-4583 
-0.86 
Semi-
urban 
6156 
11379 
5223 
3.91 
Post 
11379 
16310 
4931 
2.27 
0.94 
Urban 
3779 
8233 
4454 
4.98 
-Reform 
8233 
12925 
4692 
2.85 
1.05 
( 
Metropolitan 
3002 
5769 
2767 
4.16 
5769 
11913 
6144 
4.63 
2.22 
In numbers) 
Total 
20049 
60597 
40548 
7.15 
60597 
71781 
11184 
1.06 
0.27 
Source : Calculated on the basis of above tables. 
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In population wise analysis of branch expansion also shows 
rural and Semi-urban registered negahve growth in post reform era. 
The reason may be attributed to closure of non-profitable bank 
branches which accounted 42.7 percent of total branch offices in 
2007 sliding from 58.0 percent in 1991. This may be due to stringent 
rules purposed on banks during post-reform era consequent upon 
the implementation of Narasimham Committee recommendations. 
So it is finally concluded from the above analysis that the 
Bank group-wise as well as population group wise, branch 
expansion growth rate is very low in post reform era as compared to 
pre-reform period. Only in private sector bank and foreign sector 
bank as well as urban and metropolitan has reasonably registered 
growth in post reform era. But over all growth rate is negative in 
post reform period. 
The above analysis can be proved by the diagram given 
below: 
80 
(j!ou:tii jih{-Dei:efopmciit 
Figure - 2.2 
Comparison of Branch Expansion Pre and Post Reform, 
Population Group-Wise 
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Growth of Deposit Mobilization: 
The resource mobilization is an integral part of banking 
activity. The basic principle of branch expansion is to tap deposit 
and culminate saving habit among the community. Further, tapping 
potential savings and marshalling them for strategic uses for 
productive purpose in particular is the main objective. As a result, 
various schemes were launched over the year. Under 20-point 
programme (1975) the Government directed the bank to make all 
Cjrouth and •Development 
possible efforts to access to new deposits that can only expedite the 
pace of lending objective. 
There has been a substantial rise of bank deposits since 
nationalization. The total deposit which was 12057 crores in 1975 
rose to 103840 crores in 1991 and further increased to 2651755 crores 
in 2007 recording 220 fold increase since 1975. 
Table delineates the bank group-wise deposit mobilization in 
pre-reform period (1975-1991) and past reform (1991-2007) period 
respectively. 
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Table 2.5 
Growth of Bank Deposit in Pre and Post Reform Period 
("Rs. hi avres) 
1975 
1980 
1985 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
3 
0 
be 
3592 
(29.7) 
9494 
(28.6) 
22391 
(30.0) 
45695 
(45.6) 
53314 
(51.3) 
70403 
(29.1) 
81009 
(28.8) 
95521 
(28.9) 
107910 
(28.2) 
121938 
(28.0) 
140861 
(27.4) 
166060 
(26.9) 
210498 
(28.6) 
247106 
(28.4) 
304185 
(29.0) 
270675 
(25) 
306334 
(24.9) 
360809 
(24.7) 
424526 
(25.1) 
487989 
(24.1) 
633476 
(23.8) 
T3 
O 
N 
.2 ^  
z 
7040 
(58.3) 
20751 
(62.4) 
47747 
(63.9) 
28423 
(32.7) 
34716 
(33.4) 
142757 
(59.0) 
163895 
(58.3) 
189338 
(57.2) 
221018 
(57.7) 
246410 
(56.7) 
285506 
(55,4) 
338004 
(54.8) 
396770 
(53.8) 
458938 
(52.8) 
526121 
(51.3) 
572557 
(53) 
646519 
(52.7) 
75244: 
(52) 
871452 
(51.7) 
o 
H 
10632 
(88.1) 
30245 
(91.0) 
70138 
(93,9) 
74118 
(85.4) 
88030 
(84,7) 
213160 
(88,0) 
244904 
(87.2) 
284859 
(86,1) 
328928 
(85.8) 
368348 
(84,7) 
426367 
(82,8) 
504064 
(81.7) 
607268 
(82.4) 
706043 
(81.3) 
830314 
(80.9) 
843232 
(78.1) 
952853 
(77.6) 
1113250 
(76.5) 
1295978 
C76.8) 
1015162 1 1503151 
(50.2) 1 (74.3) 
1317370 ' 1950846 
(49.6) 1 (73.56) 
i (V 
n 
• _ > 
532 
(4.4) 
1693 
(5.0) 
(3059) 
(4.0) 
6969 
(8.0) 
8388 
(8.0) 
12082 
(5.0) 
15231 
(5.4) 
19984 
(6.0) 
26257 
(6.9) 
30069 
(8.3) 
51039 
(9.9) 
69516 
(11.3) 
83252 
(11.3) 
113471 
(13.1) 
136470 
(13.3) 
180130 
(16,6) 
216221 
(18,0) 
269409 
(18,5) 
312856 
(18,5) 
406126 
(20) 
550115 
(21,0) 
c 
;.< 
0 
893 
(7,4) 
1269 
(3,8) 
1435 
(1.9) 
5667 
(6.5) 
7422 
(7.1) 
16898 
(7.0) 
2875 
(7.4) 
25897 
(7.8) 
28034 
(7.3) 
30630 
(7.0) 
37394 
(7.3) 
43447 
(7,0) 
56476 
(6,3) 
49324 
(5,7) 
59190 
(5.8) 
55969 
(5.1) 
57563 
(5.0) 
72705 
(5.0) 
76534 
(4.5) 
111462 
(5.5) 
150794 
(5.6) 
n 
U 
n 
0 
H 
12057 
(100) 
33207 
(100) 
74632 
(100) 
86754 
(100) 
103840 
(100) 
242140 
(100) 
281010 
(100) 
330740 
(100) 
383219 
(100) 
429047 
(100) 
514800 
(100) 
617027 
(100) 
736996 
(100) 
868838 
(100) 
1025975 
(100) 
1079331 
(100) 
1226637 
(100) 
1455364 
(100) 
1685368 
(100) 
2020739 
(100) 
2651755 
(100) 
o >^  
n o 
a> •-• 
u > 
175.4 
127.7 
16.2 
16.6 
16.7 
16.1 
17,6 
15,8 
12,0 
9,2 
19,8 
19,4 
17,9 
18,1 
5,2 
12 
18,6 
30.4 
36 
31,2 
in U^ 
Q 
,67 
1,03 
1,50 
2,90 
3.34 
5.99 
6.97 
6.97 
7.98 
8.79 
10.42 
12.36 
14.50 
16.94 
19.83 
20,27 
22.65 
23,81 
25,74 
30,47 
36,75 
.t; 0 
'EL ?^  « 
208 
494 
1026 
2098 
2368 
2738 
3111 
3596 
4242 
10870 
12621 
14910 
17200 
19898 
22181 
25532 
28609 
33058 
37421 
43108 
Source : Various Basic Statistic Return of Sclieciule Commercial Bank (RBI), 2004-2007 
83 
Cjiim til and •Dnclopment 
It has been observed that during 1975-91 the deposit of all 
bank groups have increased in absolute term but the proportion of 
deposit of PSBs to total deposit of all bank group has been increased 
and then declined. During post-reform era however, the rate has 
been looking downward trend in the share of PSBs was more 
significant than the pre-reform era (table 2.5) 
But this decline is limited up to the percentage share of bank 
GroupWise, if we talk about the amount it is increasing than pre-
reform period. 
The bank performance in deposit per office increased from 
0.67 crore in 1975 to 3.34 crore in 1991 and further to 36.75 crores in 
2007. 
A comparison of growth of bank deposit can be made by 
analysis of table given below. 
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Table 2.6 
Comparison of Deposit Growth Pre and Post Reform Bank 
Group-Wise 
Pre-Reform 
1 
1 
i 
1 1975 
1991 
Growth 
Cgr. 
1991 
2007 
Growth 
Cgr. 
Net Growth 
(in fold 
Comparison 
with pre-
reform 
period 
1/3 
3592 
53314 
49722 
18.36 
53314 
633476 
580162 
16.72 
46 
"(3 
O QJ 
• J N 
ri •'-
z 
7040 
34716 
27676 
10.48 
34716 
1317370 
1282654 
25.51 
46 
u5 --a 
pa 2 
CD 0 
OH H 
10632 
88030 
77398 
14.12 
01 
532 
8388 
7856 
18.81 
Post-Reform 
88030 
1950846 
1862816 
21.36 
24 
8388 
550115 
541727 
29.88 
69 
c 
'53 
>-i 
o 
893 
7422 
6529 
14.15 
7422 
150794 
144265 
20.70 
22 
o 
H 
12057 
103840 
91783 
14.40 
103840 
2651755 
2547915 
22.44 
28 
(Rs 
01 
O 
.67 
3.34 
2.67 
10.56 
3.34 
36.75 
33.41 
16.17 
12.5 
Crorc) 
s 
208 
2098 
1890 
15.54 
2098 
43108 
41010 
20.79 
22 
Source : Calculated on the basis of above tables. 
Above table clearly shows excellent performance in post-
reform era, PSBs cgr were 14.12 percent in pre-reform period which 
increased to 21.36 percent in post-reform period. In a same way 
SCBs increased from 14.40 to 22.44 percent in same periods deposit 
per office has also increase 12.5 fold and per capita deposit 22 fold 
in post-reform era. (Through this analysis researcher can conclude 
there is increase in growth and growth rate in post-reform period). 
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Figure -2.3 
Comparison of Deposit Growth Pre and Post Reform Bank 
Group-Wise 
Pre-Reform 
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In order to analyse other dimension of deposit mobiUzation 
researcher considers other parameter like population group-wise 
distribution of bank deposit described as under. 
Table 2.7 
Growth of Bank Deposit Pre and Post Reform Population Group-
Wise 
{Rs. In Crores) 
Year 
1975 
1980 
1985 
Rural 
1171 
(8,5) 
3975 
(11.9) 
10412 
Semi-
urban 
3100 
(22.6) 
7653 
(23.0) 
16758 
Urban 
3394 
(24.8) 
8417 
(25.3) 
20416 
Metropolitan 
6046 
(44.1) 
13276 
(39.8) 
30182 
Total 
13711 
(100) 
33321 
(100) 
77768 
Population 
per Branch 
in 
thousand 
32 
21 
15 
86 
r 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
(13.4) 
26234 
(15.3) 
31010 
(15.1) 
35750 
(15.1) 
41410 
(15.0) 
49331 
(15.2) 
51820 
(13.7) 
613131 
(14.3) 
73770 
(14.7) 
86706 
(14.6) 
102697 
(14.7) 
120539 
(14.7) 
139431 
(14.7) 
159423 
(14.2) 
176502 
(13.8) 
195082 
(12.9) 
213104 
(12.2) 
226061 
(108) 
258128 
(9.9) 
(21.5) 
36370 
(21.2) 
41439 
(20.7) 
46591 
(19.6) 
53585 
(19.4) 
63036 
(19.5) 
71464 
(18.8) 
83187 
(19.5) 
98045 
(19,6) 
115644 
(9.4) 
136053 
(19.5) 
161972 
(19.7) 
186188 
(19,6) 
214990 
(22.8) 
241757 
(18.9) 
268217 
(17.7) 
295685 
(16.9) 
302213 
(14.5) 
356827 
(13.7) 
(26.3) 
42416 
(24.7) 
1 49140 
i24.51 
55289 
(23.3) 
63935 
(23.2) 
74249 
(22.9) 
84129 
(22.2) 
96565 
(22.4) 
112578 
(22.5) 
134897 
(22.6) 
160181 
(22.9) 
188964 
(23.0) 
217833 
(22.9) 
255478 
(22.8) 
290503 
(22.8) 
330296 
(21.9) 
374891 
(21.5) 
430813 
(20.6) 
531269 
(20.4) 
(38.8) 
66892 
(38.9) 
78979 
_ 139.41 
99477 
(42.0) 
116921 
(42.4) 
137361 
(42.4) 
171761 
(45.3) 
186054 
(43.7) 
216164 
(43.2) 
259221 
(43.5) 
299239 
(42.9) 
349945 
(42.6) 
405981 
(42,8) 
493501 
(43.9) 
567433 
(44.5) 
717679 
(47.5) 
863134 
(49.4) 
1132087 
(54.1) 
1452599 
(55.9) 
(jioivtii a 
(100) 
171911 
(100) 
200568 
237107 
(100) 
275851 
(100) 
323977 
(100) 
379174 
(100) 
426120 
(100) 
500556 
(100) 
596469 
(100) 
698169 
(100) 
821420 
(!00) 
949433 
(100) 
1123393 
(100) 
1276196 
(100) 
15112773 
(100) 
1746814 
(100) 
2091174 
(100) 
2598823 
(100) 
nd •Dcvifopinent 
' 14 
i 
14 
14 
14 
15 
15 
15 
15 
15 
15 
15 
15 
15 
16 
16 
16 
16 
16 
Source: Various trend and progress of Banking in India, 2004-2007 
1. Various statistical tables relating to banks of India. RBI, 2007 
2. Banking statistics (RBI), 2007 
3. Various Basic Statistic Return of schedule commercial bank (RBI), 2006-07 
In population group-wise growth of deposit, it is found that 
during 1975-91 the deposits both in absolute and percentage term 
was increased in rural areas. On the other hand, the deposits in the 
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semi-urban, urban and metropolitan areas increased in absolute 
term only. 
Compound growth rate has declined in all area except in 
metropolitan it has been increased from 17.42 to 19.96 percent in 
post-reform era. 
Table 2.8 
Comparison of Deposit Growth Pre and Post Reform Population 
Group-Wise 
Pre-Reform 
(Rs. In Crore) 
1975 
1991 
Growth 
Cgr. 
1991 
2007 
Growth 
Cgr/ 
Net growth 
in fold as 
comparison 
to pre-
reform 
Source: Calci 
Rural 
1171 
31010 
29839 
22.72 
31010 
258128 
227118 
14.16 
8 
lated on the 
Semi-
urban 
1300 
41439 
38339 
17.59 
Post-] 
41439 
356827 
315388 
14.40 
8 
Dasis of above 
Urban 
3349 
49140 
45746 
18.18 
leform 
49140 
531269 
482129 
16.0 
10 
? tables. 
Metropolitan 
6046 
78979 
72933 
17.42 
78979 
1452599 
1373620 
19.96 
19 
Total 
13711 
200568 
186857 
18.25 
200568 
2598823 
2398255 
17.36 
13 
The above analysis divulges that there is absolute deposit 
growth in population group wise but this growth is not as much as 
bank group wise shown. 
The diagram given below shows the above analysis. 
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Figure - 2.4 
Comparison of Deposit Growth Pre and Post Reform Population 
Group-Wise 
3000000 
2500000 
2000000 
1500000 
1000000 
500000 
0 
Rural Semi-urban Urban Metropolitan Total 
D Pre-Reform Growth (1975-1991) • Post-Reform Growth (1991-2007) 
"Hence it could be inferred that, there is an impact of banking 
reform on overall bank deposit. But no significant impact on bank 
attempt for capturing deposit and inculcating saving habit among 
the people in the rural area in particular". 
Growth of Advances: 
The credit from the commercial bank is an important input in 
the production function of agriculture, industry commerce and 
allied productive activities for the socio-economic development of 
the country. Apart from the quantum, the bank credits, its 
development, composition and direction are equally important in 
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releasing the country's various macro-economic goals. Pandey 
(1968) suggested for the chanalisation of bank creciit in proper 
direction, as otherwise, there will be adverse affect on the economy 
of the country. Raj Committee (1977) recommended 40 percent of 
lending to priority sector. The Bank had earlier adopted a purely 
traditional approach in lending based on "self liquidating theory". 
Under this approach the bank allowed the "Commercial loan 
theory" i.e. the bank granted loan only against negotiable and 
tangible securities offered as well as on the basis of business 
reputation of borrowers (Mithani 1999). After nationalization, bank 
have attempted to steer the direction of change and strive for 
achieving fundamental objectives of mitigation of regional 
disparities, dispersal of industries and reduction of concentration of 
economic wealth (Raul, 1997). As a result, implicit weightage given 
to the socially desirable sectors in the credit policy with sizable 
increase in the sector wise advances. Ranala and Nagi (1994) 
suggested proper end-use of loans to the entrepreneurs, which 
could ensure economic development of the area and the country as 
a whole (Hartough (1994) studies the implications of bankers action 
plan for profitable small business portfolio and suggested that bank 
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should make advances to most attractive and growth potential units 
on the basis of customer's payment track record and markeci 
condition etc. Kohli (197) found significant linkages between bank 
credit and investment in both agriculture and industries iii India. 
He suggested that although directed credit programme is effective 
and in that respect positive support to SSI is required. 
This section attempted to study the development, 
composition, direction of bank credit in the post nationalization 
phase and comparison and contrast has been made during pre-and 
post reform period. 
During the post nationalization period the bank credit grew 
from Rs. 9119 crores in 1975 to Rs. 124203 crores in 1991 and further 
increased to Rs. 1949567 crore in 2007 recording a 213 fold increase 
during the period. Table 2.9 depicts the population GroupWise 
growth of bank credit. 
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Table 2.9 
Distribution of Bank Credit by Population Group-Wise 
(Rs. In Crores) 
Year 
1975 
1980 
1985 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
Rural 
535 
(5.9) 
2165 
(9.7) 
7278 
(13.8) 
16068 
(15.4) 
18599 
(15.0) 
20692 
(15.1) 
22906 
(14.1) 
24670 
(14,0) 
25174 
(11.9) 
29012 
(11.4) 
32525 
(11.4) 
37598 
(11.4) 
42090 
(11.0) 
48753 
(10.6) 
54431 
(10.1) 
66682 
(10.2) 
77153 
(10.2) 
85021 
(9.7) 
109976 
(9.5) 
126078 
(8.3) 
154785 
(7,9) 
Semi-urban 
1376 
(15.1) 
3615 
(16.2) 
9224 
(17.5) 
17876 
(17.1) 
20307 
(16.3) 
21599 
(15.8) 
23592 
(14.5) 
24554 
(14.0) 
28394 
(13.5) 
33279 
(13.1) 
37384 
(13.1) 
42360 
(12.8) 
48513 
(12.7) 
56127 
(12.2) 
61737 
(11.5) 
73814 
(11,2) 
85411 
(11,3) 
100166 
(11.4) 
130641 
(11.3) 
151445 
(10,0) 
199783 
(9.7) 
Urban 
2192 
(24.0) 
5049 
(22,6) 
11833 
(22.3) 
23594 
(22.6) 
27773 
(22.4) 
29643 
(21.7) 
33020 
(20.4) 
35869 
(20.4) 
39148 
(18.6) 
45102 
(17.7) 
49931 
(17.6) 
58008 
(17,6) 
68159 
(17,8) 
79089 
(17,2) 
93706 
(17.4) 
108254 
(16.5) 
123662 
(16.4) 
150336 
(17.1) 
189237 
(16.7) 
245777 
(16.2) 
316166 
(16.2) 
Metropolitan 
5026 
(55.0) 
11552 
(51.6) 
24503 
(46,4) 
46774 
(44,8) 
57524 
(46,3) 
64771 
(47,4) 
82949 
(51,1) 
90798 
(51,1) 
118223 
(56,0) 
147299 
(57.8) 
164534 
(57.9) 
141978 
(58.2) 
223663 
(58.5) 
276111 
(60.0) 
328560 
(61.0) 
407243 
(62.1) 
469742 
(62,1) 
544789 
(61,9) 
722615 
(62,7) 
990541 
(65,4) 
1288833 
(66,1) 
Total 
9119 
(100) 
22381 
(100) 
52838 
(100) 
104312 
(100) 
124203 
(100) 
136706 
(100) 
162467 
(100) 
175891 
(100) 
210939 
(100) 
254692 
(100) 
284373 
(100) 
329944 
(100) 
382425 
(100) 
460081 
(100) 
538434 
(100) 
655993 
(100) 
755969 
(100) 
880312 
(100) 
1152468 
(100) 
1513842 
(100) 
1949567 
(100) 
Source : 1, Various Basic Statistical return of scheduleci commercial banks in India-RBl, 
2004-07 
2. Various: 
3. Banking: 
: statistical tables relating to banks in India RBI, 2007 
; statistics 1972-1975 (summary tables), 
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It has been observed that a steep increase of bank credit in all 
areas (population group) viz., rural, semi-urban, urban and 
metropolitan. However, in the rural and semi-urban share of bank 
credit has declined significantly in post reform period. 
Further, the percentage share of advances in the metropolitan 
area increased to 66.1 percent in 2007 from 46.3 percent in 1990. 
Table 2.10 
Comparison of Growth of Advance Pre and Post Reform 
Population Group-Wise 
Pre-Reform 
1975 
1991 
Growth 
Cgr. 
1991 
2007 
Growth 
Cgr. 
Net Growth in Fold 
comparison with 
perform era. 
Rural 
535 
18599 
18064 
24.83 
18599 
154785 
136186 
14.16 
7.5 
Semi-
urban 
1376 
20307 
18931 
18.32 
Post Refo 
20307 
189783 
169476 
15 
9 
Urban 
2192 
27773 
25581 
17.19 
rm 
27773 
316166 
288393 
16.41 
11 
(Rs 
Metropolitan 
5016 
57524 
52508 
16.47 
57524 
1288833 
1231309 
21.44 
23.5 
In Crores) 
Total 
9119 
124203 
115084 
17.72 
124203 
1949567 
1825364 
18.77 
16 
Source: Calculated on the basis of above tables. 
Grovv^ th rate of rural semi-urban and urban are decline in 
post-reform. But metropolitan and over all growth rate has increase 
in post-reform era. 
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Figure - 2.5 
Comparison of Growth of Advance Pre and Post Reform 
Population Group-Wise 
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All population-wise distribution of advance has registered 
Net growth in which metropolitan has maximum 23.5 fold growth 
as compare to pre-form era. 
The Growth of Advances, Bank GroupWise: it is observed that lion 
share of bank advance are owned by PSBs which was Rs. 7776 
crores in 1975 increased to Rs. 90550 crore in 1991. It further surge to 
Rs. 105524 crores in 2006 recording a 137 fold increase during the 
period. The share of private Banks also increased from Rs. 4.7 
percent in 1991 to 21.5 percent in 2007. 
94 
Q'rod Lli and -Development 
Table 2.11 
DislTibution of Credit Bank Group-Wise 
Year i S.B.I. 
Group 
1975 
1980 
1985 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2705 
(29.2) 
7155 
(31.1) 
16479 
(30.6) 
28423 
(28.3) 
35897 
(30.6) 
39714 
(30.5) 
48360 
(32.4) 
46973 
(3.1) 
56740 
(30.0) 
69979 
(30.2) 
82902 
(30.1) 
97567 
(30.1) 
97123 
(29.3) 
116493 
(28.1) 
135620 
(27.6) 
163688 
(25.7) 
182500 
(24.5) 
208465 
(24.4) 
266023 
(23.75) 
349943 
(23.6) 
482426 
(25.1) 
Nationalized 
5071 
(54.7) 
13082 
(57.0) 
30618 
(57.0) 
62127 
(61.8) 
69627 
(59.3) 
74370 
(57.6) 
82865 
(55.4) 
82695 
(54,8) 
102983 
(54.5) 
117333 
(50.6) 
137349 
(49.8) 
167336 
(50.0) 
164156 
(49.5) 
208920 
(50.3) 
245610 
(49.9) 
310263 
(48.7) 
353929 
(48.2) 
408105 
(47,7) 
551321 
(49.2) 
725130 
(49.0) 
895226 
(49.6) 
Total 
7776 
(84.0) 
20237 
(88.1) 
47097 
(87.6) 
90550 
(90.1) 
105524 
(89.9) 
114585 
(88.1) 
131225 
(87.8) 
129668 
(86.0) 
159723 
(84.6) 
187311 
(80.7) 
220251 
(79.9) 
259903 
(80.1) 
261279 
(78.7) 
325413 
(78.4) 
381230 
(77,5) 
473951 
(74,3) 
536429 
(73,1) 
616570 
(72.1) 
817344 
(73.0) 
1075073 
(72.7) 
1377652 
(71.8) 
Private 
Sector 
877 
(9.4) 
1826 
(8.0) 
4401 
(8,1) 
4265 
(4.2) 
4917 
(4,2) 
6239 
(4.8) 
7836 
(5.2) 
9707 
(6.4) 
13818 
(7.3) 
22224 
(7.6) 
28540 
(10.4) 
35313 
(10.9) 
41259 
(12.4) 
54034 
(13.0) 
67886 
(13,8) 
115020 
(18,0) 
143291 
(19,5) 
174107 
(20.0) 
226944 
(20.2) 
302941 
(20,5) 
413737 
(21,5) 
Foreign 
608 
(6,5) 
903 
(4,0) 
2213 
(4.1) 
5576 
(5,5) 
6928 
(5,9) 
9182 
(7.1) 
10410 
(7.0) 
11453 
(7.6) 
15327 
(8.1) 
22458 
(9.7) 
26759 
(9.7) 
29290 
(9.0) 
19300 
(8.8) 
35857 
(8.6) 
42996 
(13,8) 
48153 
(7.5) 
53626 
(7.3) 
63615 
(7.4) 
75491 
(6.7) 
99185 
(6.71) 
126339 
(6,5) 
Total 
SCBs 
9261 
(100) 
22966 
(100) 
53711 
(100) 
100391 
(100) 
117369 
(100) 
130004 
(100) 
149472 
(100) 
150828 
(100) 
188867 
(100) 
231927 
(100) 
275550 
(100) 
324506 
(100) 
331838 
(100) 
415305 
(100) 
492113 
(100) 
637124 
(100) 
733346 
(100) 
854292 
(100) 
1119779 
(100) 
1477199 
(100) 
1917728 
(100) 
Increase 
from 
previous 
year{%) 
\M 
133 
86 
16,91 
10,76 
14,97 
,91 
25.22 
22.80 
18,81 
17,77 
2,26 
25,15 
18.49 
29.5 
15.1 
16.5 
31.0 
31.9 
29.8 
(Rs, hi Civrcs) 
Credit 
for 
Office 
,48 
.68 
,99 
1.76 
2.02 
2,17 
2,53 
2.70 
3.39 
4.03 
4,38 
5,05 
5,98 
6,69 
7,79 
8.93 
11.43 
13.30 
17.0 
22,09 
27,57 
Per 
capita 
credit 
in Rs. 
148 
327 
678 
1275 
1434 
1516 
1752 
1854 
2320 
2719 
2931 
3356 
3969 
4555 
5228 
5927 
7275 
8273 
10752 
13869 
17541 
Source: 1. Banking Statistics 1972-1995 RBI 
2, Statistical tables Relating to Bank of India RBI 
3. Basic Statistical returns of scheduled comniercial Banks in India RBI 
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The reform package thus made notable impact on the growth 
of advance per office and per capita credit which readied to the 
tune of Rs. 27.57 crores and Rs. 17541 in 2007 from small figures of 
Rs. 2.08 crores and Rs. 1434 in 1991. 
Table 2.12 
Distribution of Credit Bank Group-Wise Pre and Post Reform 
Pre-Reform 
1975 
1991 
Growth 
Cgr. 
1991 
2007 
Growth 
Cgr. 
Net Growth in 
Fold 
comparison 
with perform 
era. 
SBI 
group 
2705 
35897 
33192 
17.53 
35897 
482426 
446529 
17.63 
13 
NationaHzed 
5071 
69627 
64556 
17.78 
69627 
895226 
825599 
17.30 
13 
PSBs 
Total 
7776 
105524 
97748 
17.70 
Private 
877 
4917 
4040 
11.37 
Post Reform 
105524 
1377652 
1272128 
17.41 
13 
4917 
413737 
408820 
31.92 
101 
Foreign 
608 
6928 
6320 
16.42 
6928 
126339 
119411 
19.89 
19 
SCBs 
Total 
9261 
117369 
108108 
17.20 
117369 
1917728 
1800359 
19.0 
17 
(Rs. In Crores) 
Per 
office 
.48 
2.08 
1.6 
9.59 
Per 
capita 
Rs. 
148 
1434 
1286 
15.25 
2.08 
27.57 
25.49 
17.5 
16 
1434 
17541 
16107 
17 
12 
Source: Calculated on the basis of above tables. 
Above analysis shows all round growth in advances after 
reform era especially private sector bank shows tremendous growth 
11.37 to 31.92 in 2007. 
96 
C/Wwlfi and^Devchymcnt 
Figure - 2.6 
Distribution of Credit Bank Group-Wise Pre and Post Reform 
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Next chapter "Profitability in Public Sector Banks" will 
deals with profitability in absolute as well as component wise. 
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CHAPTER - III 
'Profita6iftty in <Pulj[ic SectorQianks 
Profitability in Public Sector Banks 
In previous chapter "Growth and Development" an 
assessment has been made regarding operational activities of PSBs 
in terms of branch expansion, deposit mobilization, and advances. 
Profitability of banking sector, an essential requirement for 
the healthy operation and survival, had come under severe 
pressure. Therefore, this chapter "Profitability in Public Sector 
Banks" has devoted to study the profitability performance and 
operational flexibility of banks during pre and post reform era. 
Profit and Profitability: The Conceptual Framework: 
Profit, "invisible hand' (Adam Smith)^ ensures the prosperity 
of an organization. It is the fundamental objective of every business 
as well as a motivating force behind the running of a firm. Opinions 
differ sharply with regard to the definition of profit. But in general it 
is the difference between total revenue and total cost over a period 
of time (Gupta, 1977)2. There is mostly universal agreement with the 
definition that profit is primarily a residue or surplus of prices over 
expenses of production or leaving above costs (Hasan, 1975) .^ 
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Profit may be accounting profit, econoinic profit and social 
profit. Accounting Profit* is calculated by taking explicit costs while 
economic profit** is derived at after taking both explicit and implicit 
costs into consideration (Angadi, 1987)4. Social profit is the 
difference between social benefit and social cost. It is yet difficult to 
find to find out social profit due to absence of an accurate 
measuring concept. 
Profitability is the ability of a given investment to earn return 
from its use. It is otherwise known as earning power of concerned 
investment. It is an appropriate tool by which the performance and 
efficiency of a firm or industry is judged. Higher degree of profit 
earning capacit}' ensures prosperity of the concern. Like profit, there 
are accounting profitability and value added profitability. In 
accounting profitability*** relative change is measured by measuring 
the output as proportion of the input and comparing with the result 
of the similar firm, while value added profitability is measured by 
* Accounting Profit = (EA + Es) - (I, + Oc). 
where EA = Earning from assets, E5 = Earning from other services, 
Ic = Interest cost, Oc = Operating cost. 
* * Economic Profit = (EA + Es) - (Ic + Oc) + Sc + Kr) 
where Sc = Solvency cost 
Kc = Opportunity cost of capital and reserve 
Accounting Profit 
*** Accounting Profitability = xlOO 
Capital Employed 
100 
^Frofilabifny in -Pubfic Sector Sankj 
the excess of turnover plus income from services over the cost of 
bought in-goods or services (Gupta, 1989)^ . 
Profitability in Banks: 
Profitability in banks is measured by relating profit to 
working fund/total assets/income/deposit etc. (Seshadri, 1980) .^ 
Banks are being commercial organization and like any such 
organization; all of their activities should be directed towards 
earning profit. Essentially, banks must give a fair return on capital 
after providing adequately for business risks. In addition they 
should generate sufficient funds for survival, and perform their 
socio-economic activities entrusted on them. This has warranted 
banks to earn profit. 
The profitability is the most important indicator of overall 
financial performance. The level of efficiency, productivity, and cost 
effectiveness is reflected through the bank's profit figure. In short, 
the profit of a bank can be considered as a composite index of the 
bank's performance in its various areas of operations (Angadi and 
Devraj, 1983) .^ Therefore, banks in India, at the present juncture 
have to ensure a balance between social banking and profitability 
and earn a fair return to justify their existence. 
'ProfitabiRty in (Pu6[ic Sector(Banf{s 
Since nationalization, banks acted over enthusiastically in 
observing norms much to the margin of their profits and 
profitability (Verma, 2002)8. g^t it was released that adequate 
profits were an essential requirements of survival and healthy 
operation of the banking system. It is, in this context, PEP 
Committee (1977)9 observed that the profitability of the banking 
system had come under severe pressure due to increased costs and 
comparatively lowers earnings. The Narasimham Committee 
{1991)^ 0 also indicated erosion in the profitability of banking sector. 
The committee further observed that the directed credit 
programmes and directed investments strained the operational 
flexibility of banks leading to dwindling in their earnings. 
Rangarajan (1992)^ i observed continuous declining trend in 
profitability of public sector banks. Using the Risk-Return Approach 
(RRA), Anagol and Das (1997) viewed that PSBs are lagging behind 
in the context of performance of foreign bank during 1992-95. Under 
this situation particularly where the PSBs are struggling hard for 
achieving higher degree of performance, an attempt has been made 
to analyse the performance of PSBs in terms of profitability at the 
national level banking scenario. 
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Bank GroupWise Profitability Performance: The Growth Rate 
Analysis; 
The Bank GroupWise income, expenditure and profits of all 
banks and compound growth rates are presented in table 3.1. It is 
found that during pre-banking sector reforms (1980-91) there was 
10.59 times increase in the income of foreign banks accounting a cgr. 
of 27.77 percent. The PSBs recorded 5.27 fold (cgr. 20.16) and private 
banks, 5.62 fold (cgr. 20.81) increase in their respective income. The 
table 4.1 also discerns that during pre-banking sector reform regime, 
the growth of expenditure of foreign banks (cgr. 27.03 percent) was 
higher than that of (PSBs 20.23 percent) and private banks cgr. 20.57 
percent. In case of PSBs the volume of income swelled from Rs.3835 
crore in 1980 to Rs. 24229 crore in 1990-91, in contract of the 
expenditure increased from Rs. 3779 crore to Rs. 23857 crore during 
the same period. The profit margin of PSBs was lowest among other 
bank groups. The compound growth (cgr.) of profits of PSBs was 
23.21 per cent while the private bank (31.53 percent) and foreign 
banks (37.88 percent) toped in the list. 
The performance of bank during post-reform period 1991-92 
to 2000-01, has also been assessed on the basis of compound growth 
105 
(profitability in (public Sector(Bankj 
rate (cgr.) of expenditure, income and profit. The private sector 
bank has registered maximum growth in income in post-reform 
period 20.34 fold (cgr. 3371) as compared to foreign bank 7.80 fold 
(cgr. 23.32) and PSBs 3.88 fold (cgr. 15.62). As for as expenditure is 
concerned during post-reform period, it is decline almost all group 
of banks except private sector bank which increased up to cgr. 33.21. 
Due to curtailment of expenditure the maximum growth in 
PSBs profit Rs. 3945 crores from Rs. 325 crore in pre-reform period, 
12.13 fold (cgr. 27.81) as compared to 23.21 percent in pre-reform 
period. 
Private sector banks 39.0 fold and foreign sector banks 5.55 
fold growth in the same period. The public sector banks profit 
further increased upto Rs. 20152 crore in 2006-07, Rs. 15836 crore 
growth as compare to Rs. 4316 crore in 2000-01. In the same period 
i.e, (2000-01 to 2006-07) private sector and foreign sector banks 
registered Rs. 5304 and 3641 crores respectively. 
This can be further analysis by the table given below: 
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'ProfitaSifity in •PuSfic Sector(Ban({s 
Profitability of Public Sector Banks: The Component-wise 
Analysis: 
The component-wise growth of income, expenditure and 
profit of PSBs is presented in above table. A comparison of the 
growth of income, expenditure and profit is made on the basis of 
compound growth rate (cgr.) for which researcher assumed origin 
at 1980 to 1990-91 for pre and 1992 to 2007 for post reform era 
respectively. 
The table 3.4 depicts that both interest income and interest 
paid in absolute terms have been increased. Interest income 
accounted 5.42 times increased from 1980 to 1990-91 (pre-reforms) 
while interest paid registered 5.75 times increased during same 
period. During 1990-91 to 2000-01 (post-reform) the interest income 
has increased from Rs. 21960 crores to 90984 crores, i.e., 69024 crores 
growth in post reform period interest paid growth rate was 20.05 in 
pre-reform period which declined to 13.75 per-cent in post reform 
period. It is also noticed that the lion share of about 90 per cent of 
total income was contributed by interest income in pre-reform 
period while 87.9 per cent of interest income constituted the total 
income in 2000-01. Its mean banks are also generating some other 
12 
'Pivfitabdily in ^'ubLie Sector -Banks 
source of income. The share of interest paid and establishment 
expenses to total expenditure were 66.5 per cent and 24 percent 
respectively in 1980. During the period 1980-2001, the share of 
interest paid has been decreased by 62.2 percent while other 
operating expenses have increased to 28.3 percent. The provision 
and contingences remained around 9.0 percent throughout the 
period. As a result, the quantum of profit of PSBs was Rs. 46 crore in 
1980 swelled to Rs. 371 crores in 1990-91 accounting a 7.06 times 
hike during the pre-reform years. In post-reform era PSBs profit was 
increased up to Rs. 4318 crores from Rs. 371 crores in 1991, Rs. 3947 
crores growth during the period, at 27.81 compound growth rate. 
Further total income of PSBs has increased to Rs. 188979 
crores, Rs. 85480 crores growth as compared to income in 2000-01 
Rs. 103499 crores. Profit has also registered a growth of Rs. 15834 
crores in the same period. It can also be judged from the table and 
diagram given below: 
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•ProfitaSifiiy in (pubCic Sector(Bankj 
Profitability Ratios - A comparison of PSBs with other private and 
foreign Sector Banks. 
In order to measure the efficiency of banks, researcher considered 
an important parameter i.e., proportion of income, expenditure and 
operating profit to the total assets. 
-1 T r> t- Total Income 
1. Income Ratio = x 100 
Volume of business 
„ . Total Expenditure ,^. 
2. Expenditure Ratio = xlOO 
Volume of business 
3. Profit Ratio = ''''^''^'' xlOO 
Volume of business 
This is an important performance indicator widely accepted 
by the banks. Comparative analytical figures of working result of all 
bank groups are presented in table:-
The table shows that during post reform period between 
1992-2007 the income and expenditure ratios declining but profit 
ratio has increasing gradually. Because all these ratios calculated 
on assets it fairly indicate expenditure are decreasing as compare to 
income that why profit is increasing. Among all group of banks 
foreign banks performing well as compare to other banks. 
The reason of low profitability of public sector banks may be 
attributed higher interest spread (interest income minus interest 
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paid). This may be due to greater contribution to priority sector 
lending and comparatively lesser investment of private sector 
lending. The foreign banks, on the other hand, are not only bias 
towards the trade and industry but the pattern of credit allocation 
also reveals the pre-dominance of high yielding private corporate 
sectors. Around 93 percent of the total credit advanced by foreign 
banks was in favour of private corporate sectors, the corresponding 
figure of PSBs is around 50 percent during the post reform years 
(Keshari et. Al. 1994).^ 2 
Table-3.10 
Profitability Ratios of PSBs vis-a-vis other Banks 
Year 
1992 
1995 
1998 
2000 
2005 
2006 
2007 
Income 
PSBs 
11.42 
10.60 
10.23 
10.05 
8.32 
7.93 
7.74 
Pvt. 
11.20 
31.0 
11.04 
10.15 
7.62 
7.57 
8.35 
F.B. 
12.56 
12.82 
12.69 
11.76 
8.45 
8.85 
8.97 
see 
11.9 
9.30 
10.52 
10.19 
8.20 
792 
7.97 
Expenditure 
PSBs 
11.15 
10.67 
9.81 
9.63 
7.43 
7.10 
6.91 
Pvt. 
10.8 
27.79 
10.36 
9.44 
6.80 
6.70 
7.48 
F.B. 
15.20 
11.25 
12.00 
10.84 
7.15 
7.31 
7,32 
SCB 
13.10 
9.17 
10.05 
9.70 
7.29 
704 
7.07 
Profit 
PSBs 
0.29 
-0.07 
.42 
.41 
.88 
.82 
.82 
Pvt. 
.35 
3.24 
.68 
.71 
.82 
,87 
.86 
F.B. 
-2.63 
1.57 
.68 
.92 
1.29 
1.53 
1.64 
SCB 
-1.17 
,13 
.47 
.49 
.65 
.88 
.90 
Source: Self calculated on above tables 
Next chapter "Productivity in Public Sector Banks : An 
Analysis" will deals with different parameter of productivity like 
branch productivity employee productivity etc. 
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CHAPTER - IV 
Productivity in Public Sector Banks: An 
Analysis 
In the previous chapter "Profitability in Public Sector 
Banks" it has been seen that the profitabiUty of PSBs had come 
under severe pressure due to increase in the operational cost. It is 
imperatives therefore, that the banks should gain strength as well as 
attain competitiveness by Marshalling its existing resources 
effectively with a view to survive in the competitive economic 
environment. Logically an assessment of the productivity of PSBs 
during the banking sector reform regime is urgently required. 
In the present chapter "Productivity in Public Sector Banks : 
An Analysis" an attempt has been made to study the effectiveness 
of reform measures on the banking activities. In this respect, the 
parameters like branch productivity, employee productivity were 
used to compared their magnitude between pre and post reform 
regime. 
The Indian Banking and Financial System has made 
commendable progress in extending its geographical spread and 
functional reach. The spread of banking system has been a major 
(productwity in '-PubCic Sector(&ankj: Jin Jiiiafysis 
factor in promoting financial intermediation in the economy and in 
the growth of financial savings. The credit reach has also been 
extensive and the banking system now caters of several million 
borrowers particularly in agriculture and small industry. But this 
massive expansion especially in terms of geographic spread and 
credit deployment has made its costs too. These costs are reflected 
in decline in productivity and efficiency, and erosion of profitability 
of the banking sector. 
Bank, as a concern, cannot overlook the profitability aspects 
since profit signifies efficiency. For the long term survival and 
growth of banks, profit is imperative. Public sector banks have, of 
late, demonstrated a remarkable ability to adjust to the new 
operating environment and acquired a high level of business 
strength. 
Productivity is one of the factors affecting the profitability 
among others like expansion of bank's operation in the areas 
characterized by deployment of funds is non-profitable coupled 
with higher overhead expenses, increase in sickness in industrial 
units, mounting of NPAs over the years etc. Higher productivity 
results in proportionately lower in the establishment cost. In the 
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Other hand, high productivity indicates that, along smaller 
transactions a bank does high volume of transactions too. In 
contrast, lower productivity increases relative operational cost and 
often becomes the cause of lasses as intermediary return are directly 
related to the productivity. 
Definition: 
Productivity is universal and simple concept refers to an 
organization's effectiveness in using all its resources viz labour, 
financial resources, fixed assets and premises. It indicates the 
relationship between output and input expended in any work 
situation (Monga, 1992) .^ In this respect Peter Drucker (1980)2 
articulated "without productivity objectives, a business does to have 
direction. Without productivity measurement, it does not have 
control" productivity is an efficiency index that measures the rate of 
output per unit of input like man, material, machine, money and 
space. It explains the efficiency in the use of factors of production, 
employed by the organization. Productivity is the corner stone of 
banking growth and economic development. In simplest sense, it 
means efficiency and effectiveness of service. In fact, productivity is 
an essential part of self improvement and achievement of 
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excellence, which is a part of the dynamic society. Optimum 
productivity is attained when there is a balance between all factors 
of production that yield maximum output for least effort 
(Choudhary 1998)"'. The productivity measures the extent to which the 
actual input consumption exceeds the minimum input necessary to 
produce the actual input level. The minimum input consumption is 
determined in a manner consistent with other current knowledge of 
the available production technology (Diwan 1997)^  but there are 
difficulties in measuring productivity in service industries where 
quality of services assumes greater importance. 
Productivity for Banks: 
A Bank is a financial institution generating a stream of 
financial services in order to sustain a stock of assets and liabilities. 
The financial services are produced, delivered and consume 
instantaneously. In the process, the consumer is exposed to an 
experiential quality that is part of the service. In case of banks, the 
distinctions betv/een input and output is not clear (Asthma and 
Srinivas, 1997)5. One aspect of the productivity is the measurement 
of business (deposit advances) per branch and per employees and 
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the other aspect is cost responsiveness and return on working fund 
(Anjadi, 1984)6. 
The following are the commonly used ratio measuring 
productivity of the banks have been considered for the purpose of 
the analysis. 
A. Branch Productivity: 
Total Deposit 
1. Deposit per Branch 
2. Advance Per Branch = 
No.of Branches 
Total Advances 
No.of Branches 
4. Income per Branch 
„ . „ „ , Deposit + Advances 3. Busmess Per Branch = —-^—r-r ; No.oi Branches 
Total Income 
No.of Branches 
_ Total Expenditure 
No.of Branches 
Total Profit 
5. Expenditure per Branch 
6. Profit per Branch = 
No.of Branches 
B. Employee Productivity: 
Total Deposit 
Deposit per Employee 
2. Advances per Employee 
3. Business per Employee = 
No.of Employees 
Total Advance 
No.of Employees 
Deposit + Advances 
No.of Employees 
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Table 4.1 
Deposit per branch Bank Group-Wise 
Year 
1975 
1980 
1985 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
SBI 
Group 
.69 
1.22 
2.13 
3.95 
4.48 
5.67 
6.43 
7.46 
8.38 
9.38 
10.74 
12.66 
15.75 
. 18.32 
22.43 
20.14 
22.69 
26.37 
30.77 
35.01 
44.82 
Nationalized 
Bank 
.71 
1.14 
1.95 
1.03 
1.19 
4.76 
5.40 
6.21 
7.15 
7.86 
9.02 
10.59 
12.20 
13.99 
16.06 
17.51 
1.80 
22.51 
25.67 
29.39 
36.61 
Total 
PSB 
Banks 
.70 
1.17 
2.00 
1.89 
2.15 
5.03 
5.70 
6.57 
7.51 
8.30 
9.52 
11.19 
13.24 
15.25 
17.92 
18.28 
20.65 
23.63 
27.14 
31.00 
38.93 
Private 
Bank 
.15 
.44 
.66 
1.63 
2.19 
3.17 
3.93 
5.00 
6.42 
6.96 
11.43 
14.50 
17.37 
23.62 
26.07 
33.50 
38.44 
48.15 
51.31 
63.02 
78.56 1 
(Rs. In crore) 
Foreign 
Bank 
6.86 
9.33 
10.55 
41.66 
53.78 
120.7 
148.52 
179.84 
185.65 
191.43 
212.46 
238.71 
270.20 
272.50 
311.52 
277.07 
282.17 
354.65 
338.64 
437.10 
562.66 
Total 
SCB 
.64 
1.11 
3.78 
1.99 
2.31 
5.22 
5.99 
6.96 
7.98 
8.79 
10.42 
12.36 
14.50 
16.94 
19.82 
20.87 
23.60 
27.51 
31.17 
36.62 
46.21 
Source : Calculated on the basis of previous tables 
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Analysis of Deposit per Branch Bank Group-Wise 
The table 4.1 shows deposit per branch of SBI group Rs. .69 
crore in 1975 which increase to R. 4.48 crore in 1991 in pre reform 
period. The other nationalized banks and private sector banks 
deposit per branch Rs. .70 and .15 crore in 1975 which increase to Rs. 
1.19 and 2.19 crore in 1991. But foreign banks registered more 
deposit per branch Rs. 6.86 crore in 1975 which surge to Rs. 53.78 
crore in 1991. 
In post reform period deposit per branch increased more 
rapidly as compare to pre-reform period. Because SBI group has 
increased from Rs. 4.48 crore in 1991 to Rs. 44.82 crore in 2007. 
In some way other nationalized banks and private sector 
banks have also increased Rs. 1.19 and 2.19 crore in 1991 to Rs. 36.61 
and 78.56 crore in 2007. But maximum growth registered in deposit 
per branch by the foreign bank. The deposit per branch of foreign 
banks was Rs. 53.78 in 1991 which surge to Rs. 562.66 crore in 2007. 
The above analysis can be more clear by the table and 
diagram given below: 
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Table 4.2 
Growth of Deposit per Branch Bank Group-Wise 
Pre-Reform 
(Rs. In crore) 
Year 
1975 
1991 
Growth 
SBI 
Group 
.69 
4.48 
3.79 
Nationalized 
Bank 
.71 
1.19 
.48 
Total 
PSB 
.70 
2.15 
1.45 
Private 
Bank 
.15 
2.19 
2.04 
Foreign 
Bank 
6.86 
53.78 
46.92 
Total 
SCB 
.64 
2.31 
1.67 
Post-Reform 
1991 
2007 
Growth 
4.48 
44.82 
40.34 
1.19 
36.61 
35.42 
2.15 
38.93 
36.78 
2.19 
78.56 
76.37 
53.78 
562.66 
508.88 
2.31 
46.21 
43.9 
Source : Calculated on the basis of above table 
Fig. 4.1 
Growth of Deposit per Branch Bank Group-Wise 
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Table 4.3 
Credit per Branch Group-Wise 
Years 
1975 
1980 
1985 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
SBI 
Group 
.52 
.92 
1.56 
2.45 
3.01 
3.20 
3.84 
3.67 
4.40 
5.38 
6.32 
7.44 
7.27 
8.64 
10.00 
12.18 
13.51 
15.24 
19.28 
25.11 
34.13 
Nationalized 
Bank 
.51 
.72 
1.25 
2.25 
2.39 
2.49 
2.73 
2.71 
3.33 
3.74 
4.34 
5.08 
5.05 
6.36 
7.49 
9.49 
10.84 
12.21 
16.24 
20.99 
24.88 
Total 
PSB 
Banks 
.51 
.78 
1.34 
2.31 
2.57 
2.70 
3.05 
2.99 
3.65 
4.92 
4.2 
5.77 
5.69 
7.03 
8.23 
10.27 
11.62 
13.09 
17.12 
22.17 
27.49 
Private 
Bank 
.24 
.47 
.95 
1.00 
1.28 
1.64 
2.02 
2.43 
3.38 
5.14 
6.39 
7.36 
8.60 
11.25 
12.97 
21.39 
25.47 
30.95 
37.22 
47.01 
59.08 
(Rs. 
Foreign 
Bank 
4.67 
6.63 
16.27 
41.00 
50.20 
65.58 
74.35 
79.53 
101.50 
140.36 
152.03 
160.93 
112.20 
198.10 
226.29 
238.38 
262.84 
310.31 
334.03 
388.96 
471.41 
In crore) 
Total 
SCB 
.49 
.77 
2.72 
2.30 
2.61 
2.80 
3.18 
3.17 
3.93 
4.75 
5.57 
4.69 
6.52 
8.10 
9.51 
12.32 
14.11 
16.43 
20.71 
26.77 
33.42 
Source : Calculated on the basis of previous tables 
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Analysis of Credit Pre-Branch Bank Group-Wise 
Credit per branch of PSBs were Rs. .51 crore in 1975 which 
increase to Rs. 2.57 crore in 1991. In same way private and foreign 
bank credit per branch were Rs. .24 and Rs. 4.67 crore in 1975 which 
surge to Rs. 1.28 and Rs. 50.20 crore in 1991. 
Table 4.4 
Growth of Credit per Branch Bank Group-Wise 
Year 
1975 
1991 
Growth 
SBI 
Group 
.52 
3.01 
2.49 
1991 
2007 
Growth 
3.01 
34.13 
31.12 
Nationalized 
Bank 
.51 
2.39 
1.88 
Total 
PSB 
.51 
2.57 
2.06 
Private 
Bank 
.24 
1.28 
1.04 
Post-Reform 
2.39 
24.88 
22.49 
2.57 
27.49 
24.92 
1.28 
59.08 
57.8 
Foreign 
Bank 
4.67 
50.20 
45.53 
50.20 
471.41 
421.21 
Total 
SCB 
.49 
2.61 
2.12. 
2.61 
33.42 
30.81 
Source : Calculated on the basis of previous table 
Above table 4.4 it is very evident that post reform period 
credit per branch increases faster as compare to pre-reform period 
because SBI and other Nationalized Banks credit per branch were 
Rs. 3.01 and Rs. 2.39 crore in 1991 which surge to Rs. 34.13 and 24.88 
crore in 2007. Private and foreign bank have also registered growth 
in post reform period specially foreign bank growth more rapidly as 
compare to other sector banks. Foreign bank credit per branch were 
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Rs. 50.20 crore in 2007, more than nine fold increase in post reform 
period. It can be more clear in diagram given below: 
Fig. 4.2 
Growth of Credit per Branch Bank Group-Wise 
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Table 4.5 
Business per-branch Bank Group-Wise 
Years 
1975 
1980 
1985 
1990 
1991 
SBI 
Group 
1.21 
2.14 
3.69 
6.41 
7.50 
Nationalized 
Bank 
1.22 
1.87 
3.20 
3.28 
3.59 
Total 
PSB 
Banks 
1.22 
1.95 
3.35 
4.20 
4.72 
Private 
Bank 
.40 
.91 
1.61 
2.64 
3.47 
{Rs. 
Foreign 
Bank 
11.54 
15.97 
26.82 
82.66 
103.98 
In Crore) 
Total 
SCB 
1.13 
1.88 
6.51 
4.29 
4.93 
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1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
8.88 
10.27 
11.14 
12.78 
14.77 
17.06 
20.11 
23.02 
26.96 
32.43 
32.33 
36.21 
41.61 
50.06 
60.12 
78.96 
7.24 
8.14 
8.92 
10.49 
11.60 
13.36 
15.68 
17.25 
20.35 
23.55 
27.01 
30.64 
34.73 
41.91 
50.38 
61.49 
(pwducttuily in 'Pu6& 
7.73 
8.76 
9.56 
11.16 
12.53 
14.44 
16.97 
18.93 
22.28 
26.15 
28.56 
32.27 
36.73 
44.26 
53.18 
66.42 
4.81 
5.96 
7.43 
9.80 
12.11 
17.83 
21.87 
25.98 
34.88 
39.05 
54.90 
63.92 
79.27 
88.53 
110.03 
137.65 
SiicLoi (Baiik§'- JA^iAnafysu 
186.28 
222.88 
259.37 
287.15 
331.8 
364.50 
399.65 
382.41 
470. 61 
537.82 
515.45 
545.04 
664.97 
672.67 
825.86 
1034.07 
8.03 
9.17 
10.14 
11.91 
13.54 
16.00 
18.86 
21.03 
25.04 
29.34 
33.20 
37.71 
43.66 
51.88 
63.39 
79.63 
Source : Calculated on the basis of previous tables 
Analysis of Business Per-Branch Bank Group-Wise 
Apart from deposit per branch and credit per branch, one 
more parameter to analyse the productivity on Banks is Business 
per Branch. Business per branch means Depoist + Advances 
No.of Branch 
SBI group and other nationalized banks business per branch 
were Rs. 1.21 and 1.22 crore in 1975 which surge to Rs. 7.50 and 3.59 
crore in 1991. In the same way private and foreign bank Rs. .40 and 
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11.54 crore in 1975 which increase to Rs. 3.47 and 103.98 crore in 
1991. This can be more clear by the Table given below: 
Table 4.6 
Growth of Business Per-Branch Bank Group-Wise 
Pre-Reform 
(Rs. In crore) 
Year 
1975 
1991 
Growth 
SBI 
Group 
1.21 
7.50 
6.29 
Nationalized 
Bank 
1.22 
3.59 
2.37 
Total 
PSB 
1.22 
4.72 
3.5 
Private 
Bank 
.40 
3.47 
3.07 
Foreign 
Bank 
11.54 
103.98 
92.44 
Total 
SCB 
1.13 
4.93 
3.8 
Post-Reform 
1991 
2007 
Growth 
7.50 
78.96 
71.46 
3.59 
61.49 
57.9 
4.72 
66.44 
61.72 
3.47 
137.65 
134.18 
103.98 
1034.07 
930.09 
4.93 
79.63 
74.7 
Source : Calculated on tlie basis of previous tables 
The above table clearly show that post-reform period growth 
in business per branch of SBI group and other nationalized banks is 
Rs. 71.46 and Rs. 57.9 crore in same way private and foreign banks 
Rs. 134.18 and 930.09 crore, which is much more as compare to pre-
reform period. It can understood by the diagram given below as 
well. 
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Fig.4.3 
Growth of Business Per-Branch Bank Group-Wise 
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Table 4.7 
Income Per Branch Bank Group-Wise 
Years 
1980 
1985 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
SBI 
Group 
.17 
.31 
.71 
1.12 
1.12 
1.10 
1.24 
1.59 
1.79 
1.89 
Nationalized 
Bank 
.13 
.25 
.57 
.72 
.73 
1.14 
.88 
1.07 
1.21 
1.35 
Total 
PSB 
Banks 
.14 
.27 
.61 
.84 
.85 
.86 
1.00 
1.22 
1.38 
1.51 
Private 
Bank 
.03 
.07 
.21 
.35 
.49 
.60 
.54 
1.30 
1.70 
2.11 
(Rs 
Foreign 
Bank 
.93 
2.22 
10.83 
17.89 
28.63 
29.17 
32.40 
40.29 
47.55 
49.41 
. In crore) 
Total 
SCB 
.13 
.52 
.61 
.85 
.90 
.93 
1.06 
1.35 
1.56 
1.73 
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1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2.23 
2.54 
2.92 
3.30 
3.63 
3.84 
3.91 
4.26 
4.60 
1.55 
1.75 
1.95 
2.21 
2.43 
2.62 
2.61 
2.77 
3.40 
1.75 
1.98 
2.23 
2.53 
2.78 
2.98 
3.13 
3.34 
3.89 
2.39 
2.85 
3.45 
3.97 
5.92 
5.91 
5.82 
7.10 
9.66 
53.40 
60.05 
66.20 
68.21 
59.62 
63.76 
63.58 
78.15 
97.86 
2.00 
2.26 
2.57 
2.91 
3.33 
3.53 
3.65 
4.08 
5.00 
Source : Calculated on the basis of previous tables 
Analysis of Income Per-Branch Bank Group-Wise 
The profitability is the most important indicator of overall 
financial performance. The level of efficiency, productivity, and cost 
effectiveness is reflected through the bank's profit figure. In short 
the profit of a bank can be considered as a composite index of the 
bank's performance in its various areas of operation (Angadi and 
Bevraj, 1983)* 
Therefore to analysis the productivity of banks some more 
parameters have taken into consideration like Income per branch, 
expenditure per branch and profit per branch. 
Angadi, V. B. and Devraj, V. J. (1983), Productivity and Profitability 
of Banks in India, Economic and Political Weekly (Nov. 26). 18(48) 
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The income per branch of SBI group and other nationalized 
bank were Rs. .17 and .13 crore in 1980 which surge to Rs. 1.12 and 
Rs..72 crore in 1991. In the same way private and foreign sector 
banks income per branch were Rs. 0,03 and Rs. .93 crore in 1980 
which increase to Rs. .35 and Rs. 17.89 crore in the same period the 
table given below would make it more clear. 
Table 4.8 
Growth in Income Per-Branch Bank Group-Wise 
Pre-Reform 
(Rs. In crore) 
Year 
1980 
1991 
Growth 
SBI 
Group 
.17 
1.12 
.95 
Nationalized 
Bank 
.13 
.72 
.59 
Total 
PSB 
.14 
.84 
.70 
Private 
Bank 
.03 
.35 
.32 
Foreign 
Bank 
.93 
17.89 
16.96 
Total 
SCB 
.13 
.85 
.72 
Post-Reform 
1991 
2006 
Growth 
1.12 
4.60 
3.48 
.72 
3.40 
2.68 
.84 
3.89 
3.05 
.35 
9.66 
9.31 
17.89 
97.86 
79.97 
.85 
5.00 
4.15 
Source : Self calculated on the basis of previous tables 
In post reform era SBI group income per ranch was Rs. 1.12 
crore in 1991 which surge to Rs. 4.60 crore in 2006 i.e. Rs. 3.48 crore 
growth in post reform period. In the same period other nationalized 
banks growth is Rs. 2.68 crore. The private and foreign sector banks 
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income per branch were Rs. .35 and 17.89 crore in 1991 which 
increase to Rs. 9.66 and 97.86 crore in 2006. The maximum growth of 
Rs. 79.97 crore registered by the foreign sector banks. It can be more 
clear by the diagram given below: 
Fig. 4.4 
Growth in Income Per-Branch Bank Group-Wise 
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Table 4.9 
Expenditure Per-Branch Bank Group-Wise 
(Rs. In crore) 
Years 
1980 
1985 
1990 
1991 
1992 
SBI 
Group 
.16 
.30 
.70 
1.10 
1.10 
Nationalized 
Bank 
.13 
.25 
.56 
.70 
.86 
Total 
PSB 
Banks 
.14 
.27 
.60 
.82 
.93 
Private 
Bank 
.03 
.07 
.20 
.33 
.49 
Foreign 
Bank 
.88 
2.04 
9.73 
14.76 
34.69 
Total 
SCB 
.13 
.51 
.59 
.82 
.99 
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1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
1.07 
1.18 
1.53 
1.66 
1.70 
2.12 
2.34 
2.75 
3.04 
3.30 
3.42 
3.49 
3.83 
4.13 
.96 
.87 
1.10 
1.16 
1.27 
1.49 
1.67 
1.89 
2.06 
2.18 
2.29 
2.33 
2.48 
3.02 
.97 
.98 
1.23 
1.31 
1.40 
1.68 
1.87 
2.14 
2.35 
2.51 
2.62 
2.79 
3.00 
3.48 
.56 
.46 
1.16 
1.54 
1.92 
2.24 
2.61 
3.21 
3.63 
5.37 
5.29 
5.16 
6.28 
8.65 
25.07 
27.56 
35.33 
43.38 
45.83 
50.50 
54.42 
56.01 
60.35 
50.58 
52.76 
53.81 
64.57 
79.88 
1.00 
1.01 
1.33 
1.46 
1.60 
1.91 
2.11 
2.25 
2.69 
3.00 
3.10 
3.25 
3.62 
4.44 
Source : Calculated on the basis of previous tables 
Analysis of Expenditure Per-Branch Bank Group-Wise 
Expenditure is a vital aspect of every bank, that's why banks 
try to minimize their expenditure for increasing the profit. So the 
expenditure per branch of SBI group and other nationahzed bank 
were Rs. .16 and .13 crore in 1980 which mounted to Rs. 1.10 and .70 
crore in 1991. In the same period private and foreign sector banks 
expenditure per branch were Rs. 0.03 and .88 crore in 1980 which 
increase to Rs. .33 and 14.76 crore in 1991. In the pre-reform period 
other nationalized bank and private bank has become successful to 
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minimize expenditure as compare to other categories of banks. This 
can be more clear by the table given below. 
Table 4.10 
G 
Year 
1980 
1991 
Growth 
1991 
2006 
Growth 
rowth in 
SBI 
Group 
.16 
1.10 
.94 
1.10 
4.13 
3.03 
Exper\diture Per-Branc 
Nationalized 
Bank 
.13 
.70 
.57 
Total 
PSB 
.14 
.82 
.68 
Post-Reform 
.70 
3.02 
2.32 
.82 
3.48 
2.66 
ti Bank Group-Wise 
(Rs. In crore) 
Private 
Bank 
.03 
.33 
.30 
.33 
8.65 
8.32 
Foreign 
Bank 
.88 
14.76 
13.88 
Total 
SCB 
.13 
.82 
.69 
14.76 
79.88 
65.12 
.82 
4.44 
3.62 
Source : Calculated on the basis of previous tables 
The above table 4.10 make it clear that Public Sector Banks are 
more efficient regarding minimizing the expenditure as compare to 
private and forei^jn sectors banks in post reform period. Because 
PSB expenditure per branch growth only Rs. 2.66 crore as compare 
to private and foreign sector banks Rs. 8.32 and 65.12 crore. It can be 
more clear by the diagram given below: 
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Fig. 4.5 
Growth in Expenditure Per-Branch Bank Group-Wise 
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Table 4.11 
Profit Per-Branch Bank Group-Wise 
Years 
1980 
1985 
1990 
1991 
1992 
1993 
1994 
SBI 
Group 
.17 
.33 
1.26 
2.06 
2.26 
2.84 
6.62 
Nationalized 
Bank 
.24 
.34 
.80 
1.92 
-12.18 
-21.75 
.88 
Total 
PSB 
Banks 
.18 
.34 
.95 
1.97 
-7.95 
-14.53 
2.57 
Private 
Bank 
.051 
.11 
.73 
1.88 
1.58 
3.96 
7.76 
(Rs 
Foreign 
Bank 
4.41 
17.64 
109.55 
311.59 
-601.4 
780 
484 
. In lakh) 
Total 
SCB 
.18 
.75 
1.26 
2.91 
-8.96 
10.63 
4.47 
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1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
6.16 
13.14 
18.75 
11.17 
20.05 
16.47 
25.44 
33.58 
41.62 
41.50 
43.18 
47.16 
-3.76 
4.61 
8.11 
5.60 
7.50 
6.39 
14.81 
23.82 
33.48 
28.41 
29.52 
37.5 
(procfucti 
-.84 
7.11 
11.23 
7.23 
11.16 
9.32 
17.93 
26.66 
35.86 
33.51 
34.64 
41.57 
vity in (PUS[K Sector (Rankj: JinJAm[ysu 
13.65 
15.89 
18.87 
14.79 
24.23 
24.20 
33.98 
33.07 
60.95 
63.16 
81.6 
100.3 
496 
416.3 
357.4 
289.6 
562.2 
521.5 
785.3 
902.9 
1099.5 
976.6 
1358 
1798 
1.96 
9.23 
13.16 
8.99 
14.25 
12.52 
22.37 
33.03 
42.75 
40.31 
45.47 
56.55 
Source : Calculated on the basis of previous tables 
Analysis of Profit Per-Branch Bank Group-Wise 
The pre-reform period profit per branch of SBI group and other 
nationalized banks were Rs. .17 and .24 lakh in 1980 which mounted 
to Rs. 2.06 and 1.92 in 1991 as for as private and foreign banks profit 
per branch is concern which increased from Rs. .05 and 4.41 lakh to 
Rs. 1.88 and 311.59 lakh. It can be more clear by the table given 
below: 
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Table 4.12 
Growth in Profit Per-Branch Bank Group-Wise 
Pre-Reform 
(Rs. In Lakh) 
Year 
1980 
1991 
Growth 
SBI 
Group 
.17 
2.06 
1.89 
Nationalized 
Bank 
.24 
1.92 
1.68 
Total 
PSB 
.18 
1.97 
1.79 
Private 
Bank 
.051 
1.88 
1.83 
Foreign 
Bank 
4.41 
311.59 
307.18 
Total 
SCB 
.18 
2.91 
2.73 
Post-Reform 
1991 
2006 
Growth 
2.06 
47.16 
45.1 
1.92 
37.5 
35.58 
1.97 
41.57 
39.6 
1.88 
100.3 
98.42 
311.59 
1798 
1486.41 
2.91 
56.55 
53.64 
Source : Calculated on the basis of previous tables 
In post-reform period the growth of profit per branch of all 
sector of banks in much more as compare to pre-reform period. The 
SBI group and other nationalized banks growth in pre-reform 
period were Rs. 1.89 and Rs. 1.68 lakh only. But in post reform 
period the growth were surge to Rs. 45.1 and Rs. 35.58 crore. The 
maximum growth was registered by the foreign sector bank from 
Rs. 307.18 lakh m pre-reform period to Rs. 1486.41 lakh in post 
reform period. The growth in profit per branch can also analysis by 
the diagram given below: 
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Fig. 4,6 
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B. Employee Productivity: 
Though productivity at branch level seems a more relevant 
concept because overall productivity is a composite unit, yet there 
seems substance in the argument that the major component of 
productivity particularly in service industry (as the banking 
industry) is labour productivity. So the impact of a measure of 
labour productivity categories of banks is also studied. 
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The employee productivity has been assess on the basis of 
three parameter. 
1. Deposit per employee; 
2. Advances per employee; 
3. Business per employee 
Table 4.13 
Deposit Per Employee Bank Group-Wise 
(Rs. In Crore) 
Years 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
SBI Group 
.81 
1.06 
0.96 
1.09 
1.36 
1.53 
1.80 
2.48 
Nationalized Bank 
.83 
1.55 
1.21 
1.37 
1.62 
1.85 
2.14 
2.78 
Private Bank 
1.80 
2.19 
2.62 
3.04 
3.50 
3.45 
3.68 
4.01 
Foreign 
Bank 
3.38 
4.47 
4.68 
4.88 
6.58 
4.41 
5.04 
5.30 
Source : Calculated on the basis of previous tables 
Analysis of Deposit per Employee Bank Group-Wise 
The SBI Group deposit per employee were Rs. .81 crore in 
2000 which increase to Rs. 1.06 crore in 2001. But it decline to Rs. .96 
crore in 2002 than after it mounted to Rs. 2.48 crore in 2007. In the 
same way other nationalized banks deposit per employee were Rs. 
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.83 crore in 2000 and than it increase to Rs. 2.78 crore in 2007. In the 
same way private and foreign sector banks deposit per employee 
were Rs. 1.80 and Rs. 3.38 in 2000 which surge to Rs. 4.01 and Rs. 
5.30 crore in 2007. But it is quite clear from above table that private 
and foreign sector banks deposit per employee is more than the 
public sector banks. It can also be understood by the diagram given 
below: 
Fig. 4.7 
Deposit Per Employee Bank Group-Wise 
SBI Group Nationalized Bank Private Bank Foreign Bank 
n2000 12007 
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Table 4.14 
Advance per employee Bank Group-Wise 
Years 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
SBI Group 
.38 
.47 
.58 
.65 
.79 
.96 
1.29 
1.89 
Nationalized Bank 
.38 
.49 
.66 
.75 
.88 
1.17 
1.43 
1.89 
(Rs 
Private Bank 
.86 
1.09 
1.67 
2.02 
2.26 
2.51 
2.74 
3.01 
In Crore) 
Foreign 
Bank 
2.46 
3.25 
4.03 
4.55 
5.76 
4.35 
4.48 
4.44 
Source : Calculated on the basis of previous tables 
Analysis of Advance Per Employee Bank Group-Wise 
Advance per employee of SBI group and other nationalized 
banks were Rs. .38 in 2000 which increase to Rs. 1.89 crore in 2007. 
As for as private and foreign sector banks is concern there advance 
per employee were Rs. .86 and Rs. 2.46 crore in 2000 which mounted 
to Rs. 3.01 and Rs. 4.44 crore in 2007. Only foreign sector banks 
advance per employee decline from 5.76 crore in 2004 to Rs. 4.35 
crore in 2005 and then after increase to Rs. 4.44 crore in 2007. So 
from above analysis it is clear that advance per employee of private 
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and foreign sector banks are more than public sector banks. It can 
also be clear by the diagram given below: 
Fig. 4.8 
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Table 4.15 
Business Per Employee Bank Group-Wise 
Years 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
SBI Group 
1.19 
1.53 
1.54 
1.74 
2.15 
2.49 
3.10 
4.36 
Nationalized Bank 
1.20 
1.55 
1.87 
2.12 
2.50 
3.02 
3.67 
4.68 
(Rs. 
Private Bank 
2.66 
3.27 
4.29 
5.06 
5.75 
5.96 
6.47 
7.02 
In Crore) 
Foreign 
Bank 
5.83 
7.72 
8.71 
9.43 
12.33 
8.77 
9.52 
9.75 
Source : Calculated on the basis of previous tables 
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Analysis of Business Per Employee Bank Group-Wise 
The last parameter for assessing employee productivity is 
business per employee. The business means deposit + 
advances/total number of employee. 
The SBI group and other nationalized banks business per 
employee were Rs. 1.19 and 1.20 crore in 2000 which mounted to Rs. 
4.36 and 4.68 crore in 2007. The growth in business per employee of 
public sector banks are still legging behind to private and foreign 
sector banks because the business per employee of private and 
foreign sector banks were Rs. 2.66 and 5.83 crore in year 2000 which 
surge to Rs. 7.02 to 9.75 crore in year 2007. Only in foreign sector 
banks decline in business per employee from Rs. 12.33 crore in 2004 
to Rs. 8.77 crore in 2005 than it increase to Rs. 9.75 crore in 2007. The 
above analysis can be more clear by the diagram below: 
150 
'Frocfuctwity in (puStic Sector iliankj: Jinjltmfysis 
Fig. 4.9 
Business Per Employee Bank Group-Wise 
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Next chapter "Non-Performing Assets : Nature and Trend" 
will deals with, what is NPA, different factors responsible for NPA 
tackling the problem of NPA and classification of NPA etc. 
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CHAPTER - V 
Non-Performing Assets : Nature and Trend 
In previous chapter "Productivity of Public Sector Banks : 
An Analysis", the researcher has make an attempt to analysis the 
productivity of public sector banks on parameter like per branch 
productivity and per employees productivity etc. In present chapter 
"Non-Performing Assets: Nature and Trend" The researcher has 
analyse the different aspect of NPA. 
Introduction 
Since 1991, the banking sector reform measures heralded 
epoch-making changes for aligning banking activities with 
international standard. Earlier, profits were seldom a matter of 
serious concern to banks. Deposit mobilization was the main goal. 
The public sector banks (PSBs) till early 1990s made reckless loans 
and advances. These by-gone days philosophy has gone into 
oblivion in the financial sector reforms regime. Profit became a 
driving force through cutting of operational costs, upgrading 
technology and customers' standards. The convergence, 
competition and consolidation the trio is dominating the banking 
system. Since introduction of prudential norms on income 
j\'on^Pi;tfoninii£ Jisscts: 'Mature and •Trend 
recognition, asset classification and provisioning thereon from the 
financial year 1992-93 as per recommendation of Committee on 
Financial System (Narasimham Committee I) the banking 
operations in Indian context have undergone a gut wrenching 
changes. The pace of transformation has further been accelerated by 
the paradigm shift in respect of opening up the floodgates to 
foreign banks, allowing private banks to operate in the Indian 
banking arena, reduction in interest rates, raising the cap of foreign 
direct investment from 49 per cent to at least 74 per cent in private 
sector banks, extending benefits of Article 72 (A) of the income Tax 
Act i.e., set off and carry forward of accumulated losses, lower cap 
on the lending rates for agriculture and small scale sectors, along 
with change of monolithic mindset of the workforce in the event of 
exposure of banking activities to the market forces where 
competition is the main mantra. However, huge amount of bank 
credit, catalysts of economic growth, has been tied as NPAs and not 
available for the productive purposes. The growing NPAs menace 
is taking toll an efficiency and profitability of the banking sector. 
The Narasimham Committee-1 in this respect rightly expressed 
apprehension over the erosion in the quality of the asset portfolio of 
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the banks. Thus, proper management of NPAs is warranted far the 
economic growth of the country. 
With this backdrop, an attempt has been made to study 
the nature and substantial affect of the NPAs on the banking 
sector along with the measures adopted to arrest its growing 
menace. 
NPA: What is it? 
The Securitisation Reconstruction of Financial Assets and 
Enforcement of Security Interest Act, 2002 defined non performing 
assets (NPAs) as "an asset or account of a borrower, which Ms been 
classified by a bank or financial institution as sub-standard, doubtful or 
loss assets in accordance with the direction or guidelines relating to asset 
classification issued by the RBI". An asset is, thereafter, considered to 
have gone bad when the borrower has defaulted on principal and 
interest repayment far mare than two quarters are 180 days (the lag 
get reduced to 90 days form March 31, 2004 to confirm international 
norms). As per RBI guidelines NPAs consist of sub-standard assets, 
doubtful assets and loss assets. Any assets generally turned into 
NPAs when it failed to yield income during certain period. As a 
result, doubtful assets find its way from sub-standard assets after 
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18 months in Indian context against 12 months under the 
international norms and finally when it is found irrecoverable then 
it migrates to loss assets category. Banks are allowed to make full 
provision for such assets 100 per cent of unsecured portion of 
doubtful assets plus 20-50 per cent of secured portion (depending 
on the period for which the account is doubtful) and a general 10 
per cent (20 per cent under the international norms) of the 
outstanding balance in respect of sub-standard assets. 
The Central bank is in favour of implementing the time limit 
of 90 days instead of existing 180 days from April 2004 so that the 
banks would remain competitive in the context of their international 
exposure. With effect from March 31, 2005, banks have to classify 
assets as "doubtful" if they remained under the sub-standard 
category for 12 months. To help banks to overcome extra 
provisioning because of changes in asset classification, the central 
bank has allowed a phased provisioning: a minimum of 20 per cent 
each year over four years. 
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Calculation of NPAs: 
According to RBI directives, all banks are required to maintain 
NPAs both on gross and net basis. It is generally expressed in the 
percentage term, 
NPAs= [(gross or net NPAs) / total advances] x 100 
Where net NPAs= Gross NPAs - provision for NPAs 
The aforesaid definition suggests that the ratio is designated 
as "non performing assets to total' assets" but in reality it is worked 
out in case of credit only, i.e., non performing credit is related to 
total credit. 
It has been observed that total bank credit in Indian context 
constitutes of about 70 percent of total deposit received 
encompassing primary sector lending, commercial lending and 
compulsory pre-emption by the central bank. The later consists of 
cash reserve ratio (CRR) presently 7.50 percent from earlier 5.5 per 
cent and statutory liquidity ratio (SLR) 25 per cent of net demand 
and time liabilities. Section 42 of RBI Act 1934, provides that every 
scheduled bank is required to maintain CRR with RBI an average daily 
balance and the amount shall not less than 3 per cent of the net demand and 
time liabilities. The RBI according to the act is empowered to increase 
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CRR from time to time maximum up to 15 per cent of the net 
demand and time liabilities. Both, CRR and SLR are known as 
reserve instruments in the hands of the central bank to regulate the 
liquidity of the banking system. The portion of the total deposit as 
received by the banks is held with RBI in form of reserve 
requirements yields a return of about 6.5 per cent and 7.5 per cent 
for CRR and SLR respectively. Thus, the banks should include such 
investment while working out the ratio of NPAs as a per cent to total 
assets. In contrast the foreign countries have no compulsory pre-
emption of high level of CRR and SLR, which probably resulted 
their lower ratio of about 2-3 per cent. It is argued in the fast 
changing banking scenario of the country specially in the context of 
aligning banking activities with international standard that Indian 
banks should aim at attaining such ratio of at least 5 per cent or at 
below level. 
In International banking, while working out NPAs, collateral 
security is deducted for arriving at the NPA. These aspects of NPAs 
should carefully be reckoned with in the calculation and its 
comparison with international banks' NPA. 
158 
^jVon-^Perfonniii^ Jissets : 'Nature andlrend 
Table-5.1 
Break up of Rs. 100 deposited with banks 
Particulars 
a. In CRR (Pre empted by 
RBI 
b. In SLR 
c. Priority sector lending 
40% Rs. (100-30.50) 
d. Commercial lending 
Total 
Amount (Rs.) 
7.50 
25.00 
27.80 
41.70 
100.00 
Nature of yield 
RBI, pays only bank 
rate i.e., 6.5% (varies 
from time to time) 
Yield 7.5% (used to 
deficit financing of 
Central Government) 
Higher NPA risk 
Bank use its freedom 
Source: RBI, 2007 
Capital Adequacy Ratio (CAR) 
The CAR was introduced in 1992 after acceptance of 
Narashimhan Committee Report, which recommended introduction 
of prudential norms by commercial Banks and Financials 
Institutions, in respect of Income Recognition, Assets Classification, 
prescribed by Bank of International Settlement (BIS). The motive 
behind was that the banks should attain its competitiveness as well 
as remain sound in their operation. They have to maintain 
minimum capital funds against their risk-weighted assets and other 
exposure on their risk-weighted assets and other exposure on an 
ongoing basis. The Basle Committee prescribed minimum 8 per cent 
capital adequacy standard with a view to regulate banking 
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operation on a global basis in 1987. However it is open to national 
authorities to adopt more stringent requirements. 
„ . _, Capital fund of the bank ^ ^ „ 
CAR = X 100 
Risk weighted Assets (RWA) 
Capital fund: Capital inclusive of tier-I and Supplementary 
capital respectively. 
Tier-II capital comprises; issued capital; subscribed and paid 
up capital; statutory reserves, capital reserves, share premium, 
revenue and other reserves including investment fluctuation reserve 
and balance in profit and loss account. 
Tier-II capital comprises; Unsecured, Redeemable and 
Nonconvertible debentures. The BIS in 1996, proposed to 
incorporate Tier III capital in the current definition of capital fund 
i.e., Tier-I and - II capital, though RBI did not implement it. 
How^ever, the proposed accord, Basel-II, revised in January, 
2000 and implemented, has added operational risk in the RWA. It is 
defined as the risk of direct or indirect loss resulting from 
inadequate or failed internal processes, people and systems or from 
external events. However, it has been observed that operational risk 
11 constitute approximately 20 per cent of overall capital 
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requirements. Thus under the new method, RWA constitutes credit 
risk along with market risk and operational risk. 
P . ^ _ Tier -1 + Tier - II + Tier - III 
Credit risk + market risk + operational risk 
Risk weighted Assets and other exposures may be 
calculated as (Assets * Risk weight) + (Off balance sheet items i.e., 
contingent credit exposure * conversion factors) 
However, the capital level considered adequate only to 
cover credit risk, i.e., the amoimt of capital that the bank will need 
to protect itself against default of any of its assets. This ratio 
incorporates different risk for different asset types. For instance, 
investments in government securities carry zero risk weightage (ie. 
they are credit risk free), which means that an institutions does not 
need to earmark any capital against holdings of government 
securities. While investment in corporate debt securities carry 10 per 
cent risk weightage, which means that the institutions has to 
maintain capital of 10 per cent of total such investment in that 
security against risk of this investment turning sour. 
This apart, any investment is subject to market risk while 
risk free assets can lose value in the regime of rising interest rate. 
The RBI, therefore, announced guidelines for primary dealers 
•jYon^Peifonmn^Jissets: 'Natureand'Treruf 
(whose portfolios are purely risk-free securities) to maintain 7 
percent against their holding of government securities (Mecklai, 
2001). This 7 percent however is an adhoc number and would be 
vetted by the RBI. When portfolio risk is low, the institution could 
increase its portfolio and make much more return. Conversely high 
market volatility would only ring more risks. 
TabIe-5.2 
Capital Adequacy Ratio Bank Group-wise 
Public Sector 
Bank 
Nationalized 
Bank 
State Bank 
Group 
Private Sector 
Bank 
Foreign Bank 
Scfieduled 
Commercial 
Bank 
2000-
01 
11.20 
10.20 
12.70 
11.70 
12.60 
11.40 
2001-
02 
11.80 
10.90 
13.30 
12.40 
12.90 
12.00 
2002-
03 
12.60 
12.20 
13.40 
12.05 
15.20 
12.70 
2003-
04 
13.20 
13.10 
13.40 
11.95 
15.00 
12.90 
2004-
05 
12.90 
13.20 
12.40 
12.30 
14.00 
12.80 
2005-
06 
12.17 
12.27 
11.95 
12.15 
13.02 
12.32 
2006-
07 
12.36 
12.37 
12.32 
12.04 
12.39 
12.28 
Source: Various issues of Trend and progress of Banking in India, RBI, 2004-07 
Capital Adequacy Ratio Bank GroupWise 
Indian Banking Sector are trying to abide the International 
standard and regulation frame by the RBI for achieving higher 
(CAR) for safe playing and level playing of the Bank this can be seen 
in the above table that all group of bank has increased their (CAR) 
Capital Adequacy Ratio. 
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Sector Wise Non-Performing Assets - An Analysis 
In above table 5.3 NPA has been distributed according to 
sector wise i.e., priority sector and non-priority sector. Priority 
sector comprise with Agriculture Small Scale Industries and other, 
Non priority sector include Public Sector and non-priority sector. 
It is clear from table 5.3 that NPA in priority sector of 
Nationalized Banks and Private Sector Banks has increased in 
absolute term as well as percentage term. But State Bank group and 
public sector banks NPA has surged in percentage term only in 
priority sector. In Agriculture sector NPA of all group of the banks 
has increased only in percentage term but in absolute term it is 
declining in 2001 to 2007 in small scale sector all group of the banks 
performing well regarding NPA because it is decreasing in absolute 
term as well as percent term. 
Other sector is a matter of concern because all groups of 
banks have increasing NPA in both terms in this sector. 
In Non-priority sector all Bank group has decreased their 
NPA in both term except private sector bank has surge in absolute 
term. And in public sector all group of the bank has decrease their 
NPA in both term. 
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So it is clear from above analysis the State Bar\k Group and 
public sector banks have reasonable good position as compared to 
nationalised and private sector banks as far as priority sector NPA is 
concern other sector is matter of concern for all bank group. 
Factor Responsible for High NPAs: 
"Non-performing assets in Indian banking sector is a historic 
legacy due to lacunae in credit recovery, largely arising from 
inadequate legal provisions on foreclosure and bankruptcy, long 
drawn legal procedures and difficulties in execution of the decrees 
awarded by the court". (RBI, Bulletin, July 1999). 
The study on 33 banks conducted by the RBI, indicates that 
dues to the banking sector were generally related to unit/industrial 
segment. In a few cases, NPAs "were attributed to internal factors 
(for the banks) such as weak appraisal or follow up of loans, but 
more often it is due to other factors such as obsolescence, 
managerial inefficiency of borrower accounts, non-availability of 
raw materials, labour problems, natural calamities and other factors 
which are beyond the control of banks. 
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Further, the causes for sickness/weak performance of units 
and consequently the account turning NPA in respect of banks can 
be listed as follows: 
(i) The most important factor leading to poor performance of 
units has been diversion of funds mostly for expansion/ 
diversification/modernization, taking up new projects and 
for helping/promoting associate concerns. 
(ii) The company's internal factors such as inefficient 
management, strained labour relations, inappropriate 
technology /technical problems, product obsolescence etc. 
can be other important reasons for poor performance of the 
companies. 
(iii) Besides these reasons, there are some external factors also 
such as recession, input/power shortage, price escalation, 
natural calamities and accidents etc. which are responsible 
for high NPAs. 
(iv) Another factor leading to poor performance of units and 
thus turning the account into NPAs is time/cost overrun 
during the project implementation stage leading to liquidity 
strain. 
167 
jVon-^PetforminfjAssets: H^ature ancf Trend 
(v) Some other reasons may be changes in excise/imports 
duties, willful default, siphoning off of funds, fraud/ 
misappropriation, promoter's/directors disputes etc. and 
deficiencies on the part of banks' delay in release of limits 
and delay in settlement of payments/subsidies by 
government bodies. 
Relationship between NPAs and Bank Profitability: 
At present, the high level of NPAs in the banking sector is the 
most v^orrisome aspect of the financial sector. As pointed out by the 
Narisimham Committee (1998, p. 66), the huge backlog of NPAs has 
been impinging severely on banks' performance and their 
profitability. Thus, besides the other factors affecting profitability of 
banks, NPAs, in the current scenario, have emerged as an important 
factor influencing the profitability of commercial banks. 
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Analysis of Non-performing Assets as percentage to total Assets of 
GroupWise Banks: 
In the above table 5.4 G 
ross NPA to total assets and Net NPA to total assets are given for the 
period of 1996-2007. The gross NPA were 7.83 percent in 1996-97 of 
public sector bank which goes down to 1.6 percent in 2006-07. In the 
same decline trend shows in Net NPA to total assets which were 3.65 
percent in 1996-97 to .62 percent in 2006-07. 
Same decline trend shows in other bank group also in both 
categories of Gross NPA and net NPA to total Assets. 
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Analysis of Non-performing Assets as Percentage to total 
Advance of Bank Group Wise 
Table 5.5 shows Gross NPA to total advance and Net NPA to 
total advance for the period of 1996-2007 are given. Gross NPA to 
total advance of public sector bank were 17.84 percent in 1996-97 
which decline to 2.66 percent in 2006-07, 6.70 fold decreases in the 
given period. 
Net NPA to total advance of the public sector bank were 9.18 
percent in 1996-97 which decline to 1.05 percent in 2006-07. 8.74 
fold decline in some period. 
In the same way other bank group also shows decline trend 
in give period. 
Tackling the Problems of NPAs: 
A major stumbling block for the banks to reduce their NPAs 
is probably the prevailing legal system in the country. However, 
the RBI/government of India has been goading the banks to take 
steps for arresting the fresh increment of NPAs and creating legal 
and regulatory environment to expedite the recovery of existing 
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NPAs of banks. The measures undertaken to encounter the menace 
of NPAs along with their efficacy can be summarized here under: 
1. Lok Adalat Institutions (LAIs): LAIs help banks to settle 
disputes involving accounts in 'doubtful' and 'loss' category with 
outstanding balance of Rs. 5 lakhs. The DRTs are now empowered 
to organize lokadalats to decide in case of NPAs of Rs. 10 lakhs and 
above. 
2. Debt Recovery Tribunals (DRTs) : DRTs are established 
under section 3(1) of the Recovery of Debts due to Banks and 
Financial Institutions Act, 1993. There are 22 numbers of DRTs 
across the country set up at the major metropolis; Kolkata, Delhi, 
Mumbai, Allahabad and Chennai. As of March 31 *^ 2004 DRTs in 
the country have admitted 56988 cases where in the amount 
involved is Rs. 1086.5 crores.* Complexities of documentation and 
operational features of Indian Banking system impeded the 
recovery process. However, provision for placement of more 
recovery officers, training of tribunal recovery officers about the 
intricacies of banking practices, penal provision for disobedience of 
tribunal orders appointment of receivers with power of realization. 
Banking Finance Vol. XVIII No. 3 Marcli, 2005. p. 5 
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"protection and preservation of property will definitely add 
momentum in recovery of the NPAs. 
3. Circulation of information among defaulters: The RBI 
circulates periodically in details about the w i^llful defaulters of 
borrowers of bank and FIs. This is considered as caution list while 
considering fresh or additional credit limits by the banks and FIs. 
The RBI also publishes a list of borrowers with outstanding 
aggregating Rs. 1 cr and above whom suits have filed to recover 
amounts as on 31 March on every year. 
4. Settlement Advisory Committees (SAC): RBI provides for 
setting up of an independent SAC to scrutinise as well as to 
recommend compromise proposals for NPAs. The banks in this 
respect are free to design and implement their own policies for 
recovery and write off incorporating compromise and negotiated 
settlement in respect of unresolved cases under the NPAs with the 
approval of their board. The guidelines have urged the banks to go 
for lump sum settlement up to Rs 5 crores of non-performing loans 
and one leeway has been provided in cases where the borrowers 
are unable to pay the entire one time go. In such cases at least 25 
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per cent of the settled amount to be taken upfront while the balance 
will be recovered in installments within a period of one year. 
5. Assets Reconstruction Companies (ARCs): ARCs in the 
private sector regulated by the RBI, were set up with authorized 
capital of Rs. 2000 crores and initial paid up capital Rs 1400crs. It 
will negotiate with banks and FIs for acquiring distressed assets 
and develop markets for such assets. It will buy the NPA of banks 
and financial institutions at the pre-determined value and issue 
Redemption bonds of fixed return. The ARCs are the centralized 
agencies for resolving bad loans. They are further expected to help 
the promoting institutions to spruce up the balance sheet by taking 
bad loans off their books. The guidelines, issued by the RBI to 
operational the provisions of the Securitisation Act, cover wide 
range of activities include registration and operations of ARCs, 
financing the activities permissible business operational structure, 
transfer financial assets. 
Sections 7 (1) and., (2) of the Securitisation Act provide specific 
guidelines enabling ARCs to 
> Securities NPAs 
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> Issue security receipts to qualified institutional buyers 
(QIBs) include, FIs, Insurance Companies, banks asset 
management companies making investment on behalf 
of banks, mutual funds, pension funds, gratuity or 
provident funds and FIIs registered by the SEBI. 
> Transfer the acquired assets from the originators to 
the trust. 
> Hold and administer the financial assets for the 
benefits of the QIBs. 
The Securitisation and Reconstruction of Financial Assets and 
Enforcement of Security Interest Act, 2002 is an important landmark in 
Indian banking scenario. With the passage of the Act, the banks and 
the financial institutions (FIs) have been quick to initiate action 
against the defaulters on loans. 
Furthermore, the banks and the FIs are empowered to take over 
the assets of the defaulting borrowers. In this respect Section 17 (2) 
of the Act holds that the defaulting corporate were required to 
deposit 75 per cent of liability before filling an application against 
the order of attachment of its assets. 
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The Act was snarled into litigation. The apex court, however, 
disposed of writ petitions challenging legality and constitutional 
validity of the Act by declaring section 17(2) as unconstitutional and 
suggested the guidelines regarding attachment of assets include: the 
banks and financial institutions should approach the DRTs to press 
recovery of dues, they will serve the notice to the concerned 
defaulting corporate before attachment of such assets and, no 
creation of third party interest in the attached assets till final verdict 
in the case. 
Thus, it is evident from the foregoing discussion that, the 
SRFAESI Act, has given the much strong weapon to the bankers, to 
fight the menace of NPAs and redress a historic imbalance between 
lenders and borrowers. However, the success rate hinges on proper 
utilization of power vested on the banks under the act. In this 
respect some loopholes still need to be plugged: 
(a) Can assets seized from the defaulters be sold? Without sale or 
assets the idea of setting up ARCs and creating market for 
securitised assets won't work. On the other hand assets should be 
disposed off fast as delay in that process would erode the value of 
assets. 
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(b) What happens when there is a conflict of interest among 
lenders? Sec. 13 (9) of SRFAESI, Act states that, secured creditors can 
not exercise rights unless those who are three-fourths (3/4*) of the 
amount outstanding agree. 
(c) Proper valuation of assets and finding out suitable market for 
selling the assets at reasonable prices to be ensured by the banks 
while assets without having ready market should be avoided. 
(d) Where the banks decided to take over a running unit 
With a view to recover the dues the bank had to recourse to 
the long winding legal route against the defaulting borrowers. 
Beginning from filling of claims in the courts a lot of time was spent 
in getting decree and execution thereof before the banks could make 
some recoveries. In the meantime promoters could seek the 
protection from BIFR and could also dilute the securities available to 
banks. The DRTs set up by the government also did not prove to be 
much help as huge volume of cases referred to them gradually over 
burdened this. 
The banks were handicapped in the absence of any powers for 
seizure of assets charged to them and, therefore, there had been 
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persistent demand from banks to empower them in their war 
against NPAs. 
This apart, the Asset Reconstruction Companies (ARCs) 
established by the banks and the FIs for speedier resolution of the 
default cases. The ARCs are the centralized agencies for resolving 
bad loans. They are further expected to help the promoting 
institutions to spruce up'the balance sheet by taking bad loans off 
their books. The ARCs are not peculiar in India. Several countries; 
Czech Republic (1995), Sweden (1992), Thailand (1998) have tried 
variants of ARCs rescue the troubled banks. The United States 
(1889), Korea (1997) and Malaysia (1998) during their savings and 
loan crisis has established single asset Management Corporation to 
purchase NPAs of number of banks. 
Thus, it is apparent from the discussion that there are certain 
issues of process, accounting and fiscal aspect relating to transfer of 
NPAs portfolios and their subsequent recoveries. An attempt 
therefore has been made hereunder to float up the issue particularly 
the accounting aspect to reveal how the ARCs and transferring 
banks are affected with the transfer of the bad loan portfolios in their 
balance sheet. 
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Accounting Aspect: 
The accounting aspect relating to transfer of loan portfolio to 
ARCs should follow relevant Accounting Standard and GAAP. 
However, recoveries should be recorded only on cash basis. 
Furthermore, when the ARCs manage to generate enough surpluses 
through the sale of bad and doubtful loans transferred to them, it 
will be shared among the sponsors. However, the accounting entries 
in this respect may be proposed in the books of the originators and 
the ARCs/Trust if created as under: 
In the books Banks/FIs: 
1. On transfer of the NPAs portfolios: 
Debit ARCs A/C (negotiated value of loan portfolio) 
Debit P/L A/C (difference between book value of the loan 
portfolio, i.e., less provision if any and agreed value) 
Credit Borrowers (loan Portfolio) A/C (Net book value) 
Credit P/L A/C (excess of negotiated value over net book 
value) 
2. When the part of consideration is paid by the ARCs: 
Debit Security Receipts A/c 
Credit ARCs A/C (with value of instruments received) 
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3. On recovery of NPAs portfolio by ARCs and settlement of 
transaction: 
Debit Bank A/c 
Debit P/L A/C* (Portion of lower side of the recovery) 
Credit ARCs A/C 
Credit P/L A/C* (Portion of upper side of the recovery) 
4. On substitution of security receipts issued earlier if any 
Debit Bank A/c 
Credit Security Receipts A/c 
In the Books of the ARCs/Trust if created: 
1. On receipt of Loan portfolio from the Banks: 
Debit Borrowers (Loan Portfolio) A/C (at negotiated/agreed 
value) 
Credit Banks/FIs A/C (originators) 
2. On payment of the portion of consideration through 
Security Receipts: 
Debit Banks/FIs A/C (originators) 
Credit Security Receipts A/c (if any) 
3. On the issue of Security receipts to the QIBs: 
Debit Bank A/c 
Credit Security Receipts A/c 
4. On the recovery of loan portfolio from the borrowers: 
Debit Bank A/c 
Debit P/L A/C (Loss on recovery) 
Credit Borrowers (Loan portfolio) A/c 
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Credit P/L A/C (excess recovered over negotiated value) 
5. On the payment to the QIBs and substitution of security 
receipts issued to originator 
Debit Security Receipts A/c 
Debit P/L A/C (on redemption and interest if any paid) 
Credit Bank A/c 
Table-5.6 
Bank Group-wise Classification of Loan Assets of Scheduled 
Commercial Banks - 2000-2007 
(Rs. In crores) 
Bank 
group/years 
Standard 
Assets 
Sub-
standard 
Assets 
Doubtful 
Assets 
Loss 
Assets 
Total 
NPAs 
Total 
Advances 
Public Sector Banks 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
326783 
(86.0) 
387360 
(87.6) 
452862 
(88.9) 
523724 
(90.6) 
610345 
(92.2) 
824253 
(94.6) 
1029493 
(96.1) 
1335175 
(97.2) 
16361 
(4.3) 
14745 
(3.3) 
15788 
(3.1) 
14909 
(2.6) 
16909 
(2.6) 
10838 
(1.2) 
11394 
(1.1) 
14147 
JLO) 
Indian 
2000 
2001 
2002 
2003 
2004 
53317 
(91.5) 
65071 
(91.5) 
109216 
(90.3) 
131620 
(90.8) 
167076 
(94.2) 
2137 
(3.7) 
2585 
(3.6) 
4738 
(3.9) 
3703 
(2.6) 
3127 
(1.8) 
30535 
(8.0) 
33485 
(7.6) 
33658 
(6.6) 
32340 
(5.6) 
28756 
(4.3) 
29988 
(3.4) 
24804 
(2.3) 
19944 
(1.5) 
'rivate Ban 
2355 
(4.0) 
3069 
(4.3) 
6539 
(5.4) 
8512 
(5.9) 
6391 
(3.6) 
6398 
(1.7) 
6544 
(1.5) 
7061 
(1.4) 
6840 
(1.2) 
5876 
(0.9) 
5771 
(0.7) 
5181 
(0.5) 
4510 
(0.3) 
53294 
(14.0) 
54774 
(12.4) 
56507 
(11.1) 
54089 
(9.4) 
51541 
(7.8) 
46597 
(5.4) 
41379 
(3.9) 
38601 
(2.8) 
380077 
442134 
509369 
577813 
661976 
870850 
1070872 
1373776 
cs 
439 
(0.8) 
424 
(0.6) 
390 
(0.3) 
1118 
(0.8) 
825 
(0.5) 
4932 
(8.5) 
6078 
(8.5) 
11667 
(9.7) 
13333 
(9.2) 
10343 
(5.8) 
58249 
71149 
120883 
144953 
177419 
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2005 
2006 
2007 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
216448 
(96.1) 
296020 
(97.4) 
382628 
(97.6) 
34817 
(93.0) 
42285 
(93.1) 
47838 
(94.5) 
50851 
(94.6) 
59619 
(95.2) 
72963 
(97.0) 
96772 
(97.9) 
125415 
(98.1) 
Al 
414917 
(87.2) 
494716 
(88.6) 
609915 
(89.6) 
706194 
(90.9) 
837129 
(92.8) 
1113664 
(95.1) 
1422285 
(96.5) 
1843218 
(97.3) 
2213 
(1.0) 
2396 
(0.8) 
4378 
(1.1) 
5578 
(2.5) 
4438 
(1.5) 
3923 
(1.0) 
Foreign Banks 
1096 
(2.9) 
876 
(1.9) 
856 
(1.7) 
994 
(1.8) 
990 
(1.6) 
714 
(0.9) 
946 
(1.0) 
1367 
(1.1) 
Schedulec 
19594 
(4.1) 
18206 
(3.3) 
21381 
(3.1) 
19605 
(2.5) 
21025 
(2.3) 
13765 
(1.2) 
14736 
(1.0) 
19892 
(1.1) 
798 
(2.1) 
1202 
(2.6) 
1004 
(2.0) 
944 
(1.8) 
1099 
(1.8) 
974 
(1.3) 
698 
(0.7) 
631 
(0.5) 
Commerci 
33688 
(7.1) 
37756 
(6.8) 
41202 
(6.1) 
41797 
(5.4) 
36247 
(4.0) 
36540 
(3.1) 
29940 
(2.0) 
24498 
(1.3) 
900 
(0.4) 
940 
(0.3) 
941 
(0.2) 
721 
(1.9) 
1033 
(2.3) 
920 
(1.8) 
954 
(1.8) 
924 
(1.5) 
569 
(0.8) 
446 
(0.5) 
454 
(0.4) 
il Banks 
7558 
(1.6) 
8001 
(1.4) 
8370 
(1.2) 
8911 
(1.1) 
7625 
(0.8) 
7241 
(0.6) 
6567 
(0.4) 
5905 
(0.3) 
8691 
(3.9) 
7774 
(2.6) 
9242 
(2.4) 
2615 
(7.0) 
3111 
(6.9) 
2780 
(5.5) 
2892 
(5.4) 
3013 
(4.8) 
2257 
(3.0) 
2090 
(2.1) 
2452 
(1.9) 
60841 
(12.8) 
63963 
(11.4) 
70953 
(10.4) 
70313 
(9.1) 
64897 
(7.2) 
57546 
(4.9) 
51243 
(3.5) 
50295 
(2.7) 
225139 
303794 
391870 
37432 
45396 
50618 
53743 
62632 
75220 
98862 
127867 
475758 
558679 
680868 
776507 
902026 
1171210 
1473528 
1893513 
Source: Department of Banking Supervision, RBI, 2004-07 
Table 5.6 clearly shows that standard assets are increasing in 
all groups of banks in both terms absolute as well as percentage. In 
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the same time sub-standard, doubtful assets, loss assets and total 
NPAs are decreasing. So it is quite clear from the above table that in 
post-reform period NPAs of all groups of banks are decreasing. 
This can be further proved by the graphs as follows: 
Fig.-5.1 
Decreasing classified of Loan Assets of Public Sector Banks to 
2000-2007 
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Fig. 5.2 
Decreasing classified of Loan Assets of Private Sector Banks to 
2000-2007 
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Fig. 5.3 
Decreasing classified of Loan Assets of Foreign Banks to 2000-2007 
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Fig. 5.4 
Decreasing classified of Loan Assets of Scheduled Commercial 
Banks to 2000-2007 
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Fig. 5.5 
Increase in Standard Assets All Scheduled Commercial Banks 
(2000-2007) 
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Next chapter "Assets Liability Management in the Banks" 
this chapter will deals with objective of ALM, categories of risks, 
techniques of risk measurement etc. 
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Assets Liability Management in the Banks 
In previous chapter "Non-Performing Assets : Nature and 
Trend"" has deals with different aspect of NPA. 
In present chapter "Assets Liabilities Management in the 
Banks" researcher has make an attempt to describe the objective of 
ALM, categories of risks, framework for assets liability function, 
techniques of risk measurement-Gap method, value at risk method, 
need for ALM in India etc. 
Asset Liabilities Management (ALM) envisages the process of 
managing net interest margin (MM) within the overall risk. The key 
objective of ALM is that of sustaining profitability in such a manner as 
to augment capital resources. It calls for an integrated approach 
towards simultaneous decision-making with regard of type and size of 
financial assets and liabilities (Baker, 1983). The success of banks 
hinges on its ability to match its assets with its liabilities in terms of 
rate and maturity to optimize the yield. 
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Objective of ALM 
A sound ALM system for the bank should encompasses: 
* Review of interest rate outlooks. 
* Fixation of interest product pricing of both assets and liabilities. 
* Review of credit portfolio and crdit risk management 
* Review of investment portfolio and risk management. 
* Risk management of forex operations. 
* Management of liquidity risk. 
Categories of Risks: 
In the simplest words, risk may be defined as possibility of loss. 
It may be financial loss or loss to the reputation/image. It is difficult to 
think of a conm\ercial organization, which does not undertake any risk. 
Banking is also one of such commercial organizations. The concept of 
risk-return trade-off is applicable to all the business. However, higher 
risk may also result into higher losses. (Salin, 1999). 
Various risks, to which the banks are exposed (Seghal, 1999), 
may broadly be categorized in the following categories: 
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A. Credit Risk; 
B. Interest Rate Risk; 
C. Liquidity Risk; 
D. Foreign Exchange Risk; 
E. Operational Risk; 
A. Credit Risk: Bank's pool assets and loans, which have a 
possibility of default, provide the depositors an assurance of 
redemption at full face value. Credit risk, in terms of possibilities of 
loss to the bank, due to failure of borrowers/counter parties in meeting 
their commitments, is likely to hamper the capability of the bank to 
meet its commitment to the depositors. 
Credit depends on both internal and external factors. Some of 
the important external factors are state of economy, swings in 
commodity prices, foreign exchange rates and interest rates, etc. The 
factors may be deficiencies in loan policies and administration of loan 
portfolio covering areas like prudential exposure limit to various 
category, appraisal of borrower's financial position, excessive 
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dependence on collateral, mechanism of review and post sanction 
surveillance, etc. 
B. Interest Rate Risk: Banks fix and change interest rates on 
deposits and advances from time to time. Generally, changes in interest 
rates on advance affect the interest rates of all the advances account. 
However, in case of deposit, the change affects rate of interest of 
new/renewed accounts only. Hence, changes in interest rates can 
significantly impact the Net Interest Income (Nil). The risk of an 
adverse impact on Nil due to variations of interest rate may be called 
interest rate risk. 
C. Foreign Exchange Risk: Foreign exchange market is volatile. 
The exchange rates change from moment to moment. Every bank, 
which is active in international market, keeps certain open position in 
foreign currencies. However, there is inherent risk in running such 
open position due to wide variations in exchange rates. Such risks may 
be called as foreign exchange risks. 
D. Liquidity Risk: This may arise due to funding of long-term 
assets (advances) by short term sources (deposits). If fresh short-term 
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deposits are not available or existing deposits are not renewed, the 
bank will be put in liquidity problem. 
E. Operational Risk: Basel Committee for Banking Supervision has 
defined the operational risk as "the risk of loss, resulting from 
inadequate or failed internal processes, people and systems or from 
external events". 
A Framework for Asset-Liability Function: 
Broadly essential elements in the framework for the 
asset/liability function are detailed as under: 
Strategic Framework: The ALM function should be proactive and not 
reactive. The ALM function should assist the line management in 
product planning and pricing and help sensitise the operating people 
to the ALM implications of their decisions. The ALM function should 
not be mere analytical function, but a catalyst for the formulation of 
business strategies. 
Organizational Framework : All elements of the organization, namely 
the ALM committee, sub-committees, and the analytical support group 
should have clearly defined roles and responsibilities. 
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The analytical group should be located in the right place of the 
organization to promote effective functioning. The membership and 
size of each organizational element should reflect business 
requirements. The ALM function should have full support of the top 
management. This includes proper resource allocation and personal 
commitment. 
Analytical Framework : The various analytical concepts (gap analysis, 
simulation, duration, value at risk, etc.) should be used to obtain 
appropriate insights. In general heavy emphasis on cash flows, market 
values, risk adjusted returns and duration. 
Technological Framework: This deals with utilization of top class 
software, either purchased or developed in house. The software 
package should enable one to perform extensive analysis, planning 
and measurement of all the facets of the ALM function. 
Operational Framework: There should be a well documented policy 
statement (approve by the Board of Directors) and a detailed ALM 
proceeds. 
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Performance Management Framework: the profitability of the bank 
comes from three sources, Assets, Liabilities and ALM. First the bank 
makes profits on the asset side making loans at a rate higher than 
economic cost of return on matched funds. This reflects the credit 
spread. A second source of profits arises from the liability side. The 
bank accesses funds at a rate lower than economic cost of risk matched 
funds. This reflects the franchise spread. Third, the bank makes profits 
through market risk transformation. For example, SB! borrows for 
three months and lends for six months. The performance measurement 
framework should enable the banks to measure profitability of these 
three business activities. A system of structured education and training 
is necessary so that the top management is sensitized to the 
developments in Asset/Liability Management. In a field so volatile 
and fast changing as ALM, ongoing training and updating is critical. 
Information Reporting Framework: ALM information should be 
reported. In such a manner that each level of management should get 
information that is relevant to them. The over riding objective is that 
the decision-maker is neither burdened with information overload nor 
starved of needed information. The information should be concise and 
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easily understandable. The information should allow the recipient to 
make or evaluate decisions. 
Regulatory Compliance Framework: The objective is to ensure 
compliance with the applicable regulatory requirements such as those 
containing to risk based capital ratios, liquidity ratios, capital adequacy 
directive and the quality of risk management infrastructure. 
Control Framework; The emphasis should on setting up of a system of 
checks and balance to ensure the integrity of data, analysis, reporting 
and adherence to internal policies. This should be ensured through 
regular external/internal reviews of the function. 
Techniques of Risk Measurement: 
Universally there are four principal approaches used to quantify 
the risk: 
Gap Method: 
The gap approach addresses the rate sensitivity of assets and 
liabilities. The gap is the difference between the existing Rate Sensitive 
Assets (RSA) and Rate Sensitive Liabilities (RSL) in a particular time 
period. It ignores the time when in the chosen period, the assets and 
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liabilities would need to be re-priced and, hence, shorter the period 
more sensitive is the model. Interest rate is minimized if the gap is 
managed to near zero in each period. 
(i) Liquidity Gaps: Liquidity gaps are usually derived from the 
outstanding balance of assets and liabilities and from their 
changes over a period of time. 
Marginal gaps are calculated as the differences between the 
changes in assets and liabilities during a given period: 
(ii) Interest Rate Gap (IRG): Interest rate gap may be defined as the 
difference between fixed rate assets and fixed rate liabilities or as the 
difference between interest sensitive assets and interest sensitive 
liabilities. Fixed rate gap is exactly opposite of variable rate gap when 
assets are equal to liabilities. Gaps are calculated as the difference 
between outstanding balances on a given date across maturity 
structure. 
Value at Risk Method (VaR) 
The method enables one to work out depreciation/appreciation 
in the value of assets/liabilities due to change in interest rate so as to 
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indicate the trend in economic value of portfolio. Impact of interest rate 
changes on the value of 'off-market' items of balance-sheet such as; 
loans deposits etc. need to be calculated under different interest rate 
scenarios for evaluating the opportunity cost/benefits of carrying such 
assets/liabilities in a longer time frame. Although this is a new 
approach for quantification of risks this is emerging as a very useful 
tool for calculating the new worth of the organization at a particular 
time so as to focus on the long term risk implication that have already 
been taken. 
Need for ALM in India: 
In India the movement towards greater use of variable rate 
pending indicated an important shift in banking environment. It is no 
longer the case that banks will be largely assets-driven and primarily 
concerned with just adhere to find resources to finance lending. Banks 
are improving progressively to the stage of not only adjusting 
capabilities in accordance with potential liabilities. More generally 
there is a growing realization of how an increasingly variegated 
balance sheet at a time of volatile economic conditions adds to the risks 
facing banks and takes necessary new techniques of risk management. 
198 
Assets LiabiUty 'Management in the (Banl{s 
This has led to a broad re-assessment of the nature of credit risks and 
credit standards, and also reduced banks previous emphasis on 
balance sheet growth at any cost. The concept of ALM has become 
important in India because of the following: 
• In order to maximize income with acceptable risk, there is 
need to emphasize on interest margin/spread, liquidity and 
capital which are having desired maneuverability. 
• Since sources of liquidity are distributed across both the 
assets and liability sides, as a prudent banker there is 
imperative need to manage both the sided and integrate 
liquidity management with the overall asset liability 
management. 
• In the aftermath of financial sector reforms, interest rates on 
both deposits and advances are changing more frequently 
thereby exposing both assets and liabilities to volatility risk of 
interest rate of changes. 
• Gradual dismantling of restrictions with regard to foreign 
exchange transactions has exposed Indian banks to the 
vagaries of fluctuations in Forex market. 
• With the gradual increase in the ratio of current investment to 
permanent investment by RBI, banks are showing greater 
willingness to value major portion of their investment as 
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"marked to market". While this will expose the investment 
portfolio to potential market risks, steps for countering the 
adverse impact of interest rate changes or other market risk 
variables can be initiated through proper ALM only. 
Overall, the ALM exercise at this introductory stage, would involve the 
following: 
• Prudential management of funds with respect to size and 
duration; 
• Minimising undesirable maturity mismatches so as to avoid 
liquidity problem; 
• Reducing the gap between rate sensitive assets and rate 
sensitive liabilities within the given risk taking capacity. 
Next chapter "State Bank of India : A Case Study" will deals 
with 360° appraisal of SBI. 
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CHAPTER - VII 
State Bank of India - A Case Study 
State Bank of India, the oldest and the largest commercial 
bank in India, with its presence covering all time zones in the world, 
stands in a class by itself. The Bank has a history of almost two 
centuries. This dates back to the formation in 1806 of the first of the 
three Presidency Banks of Bengal, Bombay and Madras. These were 
subsequently amalgamated into the Imperial Bank of India in 1921. 
The amalgamation was proposed by these banks themselves as a 
step to combat the possible danger of some foreign banking 
interests in England obtaining control over certain Indian banking 
interests. Thus the Imperial Bank of India was brought into 
existence on 27 January 1921, by the Imperial Bank of India Act, 
1920. 
Under the Imperial Bank of India Act, 1920, the governing 
body of the bank was the Central Board. Its functions were defined 
in the bye-laws. There were also local boards at the three Presidency 
Towns with fairly wide powers for managing local business; but 
they were under the control of the Central Board. The Central Board 
was composed of the Presidents and Vice-Presidents of the Local 
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Boards, representing the shareholders; the Comptroller of Currency, 
representing the Government of India; four Governors nominated 
by the Government to serve representation of the interests of the 
Indian community in general; the Secretaries of the Local Boards; 
and tw o^ Managing Governors appointed by the Government of 
India, on the recommendations of the Central Board, holding office 
for such periods as the Government directed from time to time. 
Until the establishment of the Reserve Bank of India in 1935, 
the Imperial Bank had in effect been discharging certain central 
banking functions. Briefly stated, the main central banking functions 
that the bank v^as discharging were: 
1. Acting as a sole banker to the Government and as the 
custodian of public funds and Government cash balances. 
Central and Local, and also the balances of the Secretary of 
State through its London Office. 
2. Undertaking the functions arising from the issue of new 
loans by the Government and managing the public debt in 
return for a specified remuneration. 
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3. Giving the public facilities for the transfer of money 
between its branches at rates approved by the Comptroller 
of Currency. 
In addition to the above central banking functions (the Act, of 
course, did not give power to the bank to issue notes), the bank 
performed the ordinary commercial banking business. But, because 
of the special nature of the bank, certain restrictions were imposed 
by the Government on its ordinary commercial banking functions. 
According to these restrictions, the bank was prohibited from 
making loans to a longer period than six months or on the basis of 
immovable properties or on the security of its own shares or stocks; 
from discounting or making loans against any bill of exchange 
unless it carried the several responsibilities of at least two persons 
or firms unconnected with each other in general partnership; and 
from granting unsecured overdraft in excess of Rs. 1 lakh. The bank 
was statutorily debarred from dealing in foreign exchange except to 
meet the bonafide needs of its own clients. 
With the establishment of the Reserve Bank of India in 1935, 
the Imperial Bank ceased to be the banker to the Government 
directly. Further, the Imperial Bank of India (Amendment) Act, 
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1934, removed all the restrictions which were formerly imposed on 
its lending operations. Under the amendment Act, the bank could 
transact foreign exchange business and undertake banking business 
of any kind. 
Although the Imperial Bank ceased to be the banker to the 
Government directly with the establishment of the Reserve Bank, it 
was authorized to act as the sole agent of the Reserve Bank in places 
where the latter did not have its own branches. Accordingly, the 
Imperial Bank was permitted on behalf of the Government to pay, 
receive, collect and remit money, bullion and securities as the agent 
of the Reserve Bank, and to undertake and transact any other 
business which the Reserve Bank may from time to time entrust to 
the bank. Thus, the Imperial Bank stood in a special category and it 
was the leader of the Indian money market. 
Nationalization of the Imperial Bank: 
When the question of nationalization of the Imperial Bank of 
India came up first in February 1948, the Government accepted the 
principle of nationalization. But this was opposed by the Central 
Board of Directors and shareholders. They put forward many 
arguments against nationalization, and ultimately, the Government 
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announced in 1949 the indefinite postponement of the question of 
nationaUzation of the Imperial Bank. But the question came up 
again when the All India Rural Credit Survey Committee, 
recommended the creation of State Bank of India by amalgamation 
of certain State-owned banks with the Imperial Bank. Accordingly, 
the State Bank of India Act was passed in May 1955, and the State 
Bank of India came into existence on 1^ ' July 1955. 
The State Bank of India (SBI) was established by the statutory 
amalgamation of the Imperial Bank of India and certain major State 
associated banks. The branches of these State associated banks along 
with the branches of the Imperial Bank of India would have a larger 
coverage of several areas and also greater scope for much larger 
future extension to rural areas. That is why, the Rural Banking 
Enquiry Committee stated in its report that 'if these banks could be 
integrated into one institution, and if that one institution could be 
aligned to national policies, then indeed that would be an extremely 
important and extremely desirable line of development'. Thus, the 
nationalization of the Imperial Bank and the establishment of the 
State Bank of India was an important milestone on the road to the 
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establishment of an integrated commercial banking unit with 
branches all over the country under effective State control. 
Organization and Management: 
Originally, the State Bank of India was established with an 
authorized share capital of Rs. 20 crores and an issued share capital 
of Rs. 5.625 crores which was allotted to the Reserve Bank of India. 
In order to enhance the capital adequacy ratio, the authorized 
capital of the SBI was raised from Rs. 20 crores to Rs. 200 crores in 
1985. Its subscribed and paid-up capital was raised to Rs. 50 crores, 
while those of the associate banks were raised to Rs. 10 crores each. 
Again, an Ordinance was issued in 1993 leading to amendment of 
the SBI Act, 1955 to enable the Bank to raise money from the market. 
Accordingly, the bank entered into the capital market successfully. 
With this, the issued and paid-up capital of the bank reached Rs. 456 
crores. 
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Shareholding Pattern of SBI Group 
Table 7.1 indicates that 59.7 percent share of SBI held by RBI 
and Government and 12.1 percent by the financial institution only 6 
percent shares hold by individuals. 
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Total Share of State Bank of Hyderabad (SBH) and State Bank 
of Patiala (SBP) are held by financial institutions and one bank i.e. 
State Bank of Saurashtra (SBS) 100 percent share of SBS held by 
general public. Above table also indicate that Reserve Bank of India 
(RBI) stake only in two banks i.e., SBI and SBT (State Bank of 
Travancore) among SBI group. 
Management of the SBI is vested with a Central Board which 
consists of: 
1. A Chairman and a Vice-Chairman to be appointed by the 
Central Government in consultation with the Reserve Bank 
and after consideration, except in case in of first 
appointments, of the recommendations, made by the 
Central Board. 
2. Not more than two Managing Directors, appointed by the 
Central Board, with the approval of the Central 
Government. 
3. Six directors to be elected by the shareholders other than 
the Reserve Bank of India whose names are entered in the 
various branch registers. 
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4. Eight directors to be nominated by the Central 
Government in consultation with the Reserve Bank to 
represent territorial and economic interests in a such a 
manner that not less than two of them have special 
knowledge in the working of the cooperative institutions 
and of rural economy and the others have experience in 
commerce, industry, banking or finance. 
5. One director to be nominated by the Central Government. 
6. One director to be nominated by the Reserve Bank. 
The Chairman and the Vice-Chairman shall hold office for 
such term, not exceeding five years, as the Central Government may 
fix. The Managing Director shall hold office for such term, not 
exceeding five years, as the Central Board or, in the case of the first 
two appointments, the Central Government may fix. 
Besides the Central Board, there are local boards at Mumbai, 
Calcutta, Chennai and New Delhi. 
Some time back, the Bank has restructured its organizational 
structure to bring about decision making. The top management 
team now comprises the Chairman, group executives for the 
national banking group, corporate banking group, international 
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banking and associates, and subsidiary banks. In addition, four staff 
functionaries have been appointed in charge of financial 
management credit, human resources and technology management, 
and inspection and audit. 
Objectives: 
The main objective in nationalizing the Imperial Bank of India 
has been the setting up of a strong State-partnered commercial 
banking institution with effective machinery composed of a large 
network of branches all over the country. It was made clear by the 
then Union Minister of Finance that the nationalization of the 
Imperil Bank was not based on ideological grounds. But it was 
intended to acquire control over a strategic section of commercial 
banking with a view to developing credit facilities for areas of the 
national economy which was not well served in this respect. 
Further, the activities of the SBI are expected to be in 
conformity with the broad economic policies pursued by the 
Government. This will have an effect on the activities of other 
commercial banks since the SBI commands nearly one-third of the 
entire commercial bank resources. 
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Another important objective for which the Bank has been 
established is to promote agricultural finance and to remedy the 
defects in the system of agricultural finance. 
Moreover, the SBI is expected to be of service to the Reserve 
Bank in its monetary policies and to check any disequilibrium that is 
likely to develop in the money market. 
For the first phase of the branch expansion programme, the 
SBI Act had provided for the opening of not less than 400 branches 
within a period of five years beginning from 1 July, 1955. This 
statutory obligation was successfully fulfilled within the specified 
time limit. In fact, the Bank had opened 416 branches by the end of 
June 1960. A noteworthy feature of branch expansion programme 
completed in the first quinquennium was that the number of new 
branches opened by the bank at the sub-treasury centers worked out 
about one branch for every three non-banking centers as against one 
branch for every five recommended. 
The Bank had opened its 5000* branch in early 1979. As at the 
end of June 2002, the Bank had more than 9,000 branches across the 
country. As on that data, its foreign network comprised of 51 offices 
in 30 countries. 
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Simultaneously, the Bank is giving attention to the necessity 
of extending banking facilities to the rural areas. The attention given 
by the Bank over the years in extending banking facilities in rural 
and semi-urban areas is reflected-in the promotion of such offices to 
the total number of offices. 
The Bank holds the dominant market position among all 
Indian banks. The bank also reported improvements in its other key 
financial ratios such as return on equity, return on assets, expenses 
ratio and the per employee profitability which are internationally 
used to evaluate the performance of commercial banks. 
Information Technology: 
The Bank had adopted and is pursuing vigorously its 
information technology (IT) policy with the aim of achieving 
efficiency in operations, meeting customer and market expectations 
and staying ahead in competition, especially in the context of the 
emergence of the new generation private sector banks equipped 
with state-of-the-art technology. 
In December 2000, the Bank has introduced Electronic Nostro 
Account Reconciliation (ELENOR). This helps fast, accurate and 
fully integrated reporting of foreign exchange transaction and has 
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made a major breakthrough in effectively tackUng NOSTRO 
reconciUation. It has enabled online reporting of forex transactions, 
from 444 forex intensive branches. In January 2001, State Bank 
Electronic Payment Systems (STEPS) became operational. This 
facilitates instantaneous electronic transfer of funds in 1,557 
branches. As at the end of March 2002, tele-banking had been 
implemented at 106 branches, where customers can access their 
accounts through telephone from anywhere at any time. As at that 
date, the number of fully computerized branches of the Bank stood 
at 3,035, covering 80 percent of the Bank's domestic business. The 
computerized branches have brought improvement in customer 
service, introduced features such as Network ATMs, Internet 
Banking, Tele-banking and Customer Enquiry Terminals. 
The Bank has drawn up an IT Plan for the period 2002-07, 
which, among other things, envisages (a) migration from distributed 
to centralized computing, (b) implementation of an integrated Core 
Banking System with capability for on-line, real-time transaction 
processing, (c) multiple delivery channels, such as ATM and 
Internet Banking, (d) Automated Treasury and Risk Management 
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systems, (e) data warehousing, data mining and work-flow 
capabilities, and (f) integration into an inter-bank payment gateway. 
Risk Management: 
In view of the critical importance given to risk management 
under the present day circumstances, the Bank's risk management 
policies are based on the premise that the management of risks can 
be segregated by types, and the risks can be better comprehended 
by units most capable of understanding them. 
Central Board of the Bank is primarily responsible for 
management of risks. The Central Board approves the risk 
management policies and structure of risk management. Credit 
Policy and procedures Committee/Chief Credit Officer is 
responsible for the management of credit risks relating to domestic 
loans. Assets and Liability Management Committee/Chief Financial 
Officer is responsible for the management of market risks. The forex 
risks and international exposure are looked after by the Group 
Executive, International Banking. The Bank has constituted an 
Integrated Risk Management Committee at the apex level in order 
to examine and decide upon the issues relating to integrated risk 
management. 
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Population group-wise Distribution of Office of SBI Group 
Table 7.2 indicates branch expansion of SBI group according 
to population group-wise. 
In 1995,1582 branches in metropolitan which increase to 2383 
in 2007 i.e., 50% growth in this area followed by 32.8 percent growth 
in urban area 2099 branches in 1995 to 2788 branches in 2007. In 
semi-urban only 9.6 percent growth recorded in same period. But in 
rural area there is decline trend showing by the table 6.2, 5503 
branches in 1995 which decrease to 5126 branches in 2007. The 
overall growth was 12.16 percent in the same period. 
Table-7.3 
State Bank Group Branches 
Year 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
Branch 
11887 
12400 
12586 
12896 
12953 
13122 
13238 
13333 
13438 
13587 
13650 
13722 
13773 
13821 
13958 
14196 
14465 
Percent of Total Public 
Sector Banks 
29 
29.3 
29.3 
28.9 
28.8 
28.8 
28.8 
287 
28.6 
28.6 
28.7 
28.9 
28.7 
28.6 
28.5 
28.5 
28.2 
Source : Trend and Progress of Banking in India, 2004-07 
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Fig. 7.1 
State Bank Group Branches 
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Fig. 7.2 
State Bank Group Branches 
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Table 7.3 provides gross branches SBI and its percentage to 
total public sector banks. The total branches of SBI were 11887 in 
1991 which surge to 14465 in 2007, 21.68 percent growth as compare 
to branches in 1991 with 1.23 percent of compound growth rate 
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(cgr). In the same period SBI account around 28 percent of total 
public sector Banks branches. 
Test of the Hypothesis 
For verification of above data researcher has apply t-test at 5% 
significant table value for v=16 K).05=2.120. 
For that Null and Alternate Hypothesis as follows 
Ho = SBI branches account not more than 28 percent of total public 
sector bank branches. 
Ha = SBI branches account more than 28 percent of total public 
sector banks branches. 
i 3 
where: 
X = The mean of the percentage of SBI branch to total PSBs = 28.7 
\i = hypothetical mean of the population = 28 
n = sample size = 17 
s = standard deviation of percentage of SBI branch to total PSBs 
28.76-28.0 rr^ 
^ 0.276 
= 11.35 
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The calculated value of t is more than table value so null 
hypothesis is rejected and alternate accepted. 
TabIe-7.4 
Year 
2005 
2006 
2007 
Computerization in 
# Branches 
already fully 
computerized 
(1) 
84.0 
49.8 
32.8 
Branches 
under core 
Banking 
Solution 
(2) 
13.2 
50.1 
67.2 
SBI Group 
Fully 
Computerized 
Branch 
(1+2) 
97.3 
99.9 
100.0 
Branch 
Partially 
computerized 
2.7 
-
# Other than branches core solution 
- Negligible 
Source: Various issues Trend and progress of banking in India 
Despite of large network of branch the SBI group has fully 
computerized in 2007 which is shown in above table. Branches 
under core solution were 13.2 percent in 2005 which surge to 67.2 
percent in 2007. 
Table-7.5 
ATMs of SBI Group 
Year 
2005 
2006 
2007 
On-site 
1548 
1775 
3655 
Off-site 
3672 
3668 
2786 
Total 
5220 
5443 
6441 
Percent of off-
site to Total 
ATMs 
70.34 
67.39 
43.3 
Percent of Total 
ATMs Total 
branches 
37.4 
38.3 
44.5 
Source: RBI, 2005-07 
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In 2005 the total ATMs in SBI group were 5220 i.e., 37.4 
percent to total branches which increased to 6441 i.e., 44.5 percent to 
total branches in 2007. 
It shows increasing trend of using ATMs in SBI group. But off 
site ATMs were decreasing in the same period may be this is the 
security reason. 
Table 7.6 
Deposit of SBI Group 
(Rs. In crore) 
Year 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
Deposit 
70403 
81009 
95521 
107910 
121938 
140861 
166060 
210498 
247106 
304185 
270675 
306334 
360809 
424526 
487989 
633476 
Percent of 
Total Deposit 
of PSBs 
33.0 
33.0 
33.5 
32.8 
33.1 
33.0 
32.9 
34.7 
35.0 
36.7 
32.0 
32.1 
32.4 
32.8 
32.5 
32.5 
Deposit Per 
branch 
5.7 
6.4 
7.4 
8.3 
9.3 
10.6 
12.5 
15.7 
18.2 
22.3 
19.7 
22.3 
36.1 
30.4 
34.4 
43.8 
Source : Calculated on the basis of previous tables 
Analysis of Deposit of SBI Group : SBI deposit were Rs. 70403 
crores in 1992 which surge to Rs. 633476 crore in 2007 with 14.7 (cgr) 
compound growth rate. 
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SBI deposits constitute one-third of total deposits of public 
sector banks in post reform period. Deposit per branch also 
increases from Rs. 5.7 crore in 1992 to 43.8 crore in 2007, except in 
year 2002 deposit has decline from Rs. 22.3 crore to 19.7 crore. 
Deposit per branch has surge 7.7 fold in post reform period. 
Table 7.7 
Credit Distribution of SBI Group 
(Rs. In crore) 
Year 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
Credit 
39714 
48360 
46973 
56740 
69979 
82902 
97567 
97123 
116493 
135620 
163688 
182500 
208465 
266023 
349943 
482426 
Percent of 
Total Credit 
of PSBs 
34.7 
36.9 
36.2 
35.5 
37.4 
37.6 
37.5 
37.2 
35.8 
35.6 
34.5 
34.0 
33.8 
32.5 
32.6 
35.0 
Credit Per 
branch 
3.2 
3.4 
3.6 
4.4 
5.3 
6.3 
7.3 
7.2 
8.6 
9.9 
11.9 
13.3 
15.0 
19.0 
24.7 
33.4 
CyO Ratio 
56.4 
59.7 
49.2 
52.6 
57.4 
58.9 
58.8 
46.1 
47.1 
44.6 
60.5 
59.6 
57.8 
62.7 
71.7 
76.1 
Source : Calculated on the basis of previous tables 
Analysis of Credit Distribution of SBI Group : credit 
distribution of SBI group were Rs. 39714 crore in 1992 which has 
increase to 482426 crore in 2007 with the compound growth rate 
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16.9 (cgr.) in the same period. The average credit distribution of SBl 
in 35 percent of total credit distribution of public sector banks 
(PSBs) in post reform period. 
Credit distribution of per branch of SBI group has also surge 
to Rs. 33.4 crore in 2007 from Rs. 3.2 crore in 1992 i.e. 10.4 fold 
growth in post-reform period. 
Deposit and credit the two important indicators of any bank 
and both are very much interdependent. These two parameters can 
be helpful to analysis productivity of any bank. As far as SBI group 
is concern, in post-reform period deposit and credit distribution has 
increase which is quite clear from above tables. It can be further 
understood by the diagram given below. 
Fig. 7.3 
Growth of Deposit and Credit distribution of SBI Group (1992-
2007) 
200000 
100000 
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For analyzing the productivity of SBI group bank the 
researcher has use t-test for evaluating deposit and credit of same 
group bank. 
Test of the Hypothesis 
Ho : There is no significant difference in productivity of SBI group 
after reform 
Ha: There is significant difference in productivity of SBI group after 
reform 
t=^ 
where 
d = mean of the difference 
s = Standard deviation of the difference 
Table Value of f=2.131 v = n-l=15 
d = 7.28 
s=3.38 
3.38 
The calculated value of t-is more than the table value. 
The hypothesis is rejected and alternate is accepted. 
This can be also verified by the graph given below: 
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Fig. 7.4 
Growth of Deposit and Credit Distribution per branch of SBI 
Group (1992-2007) 
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Analysis of Earning and Expenses of SBI Group 
The interest income of the SBI group has sharply increase 
from 29186.66 crore in year 2000 to Rs. 56338.64 crore in year 2007, 
that is 93 percent growth in same period. The income on investment 
has also showing increasing trend in early years of above period but 
decline in last two years. 
Other income has also showing growth of 61.5 percent in the 
above analysis period. The lion share in other income is commission 
exchange, and brokerage has surge from Rs. 3414.34 crore in 2000 to 
Rs. To Rs. 6661.29 in 2007 i.e., 95.0 percent growth as compare to 
amount in year 2000, other income has decline in 2006 and 2007; one 
of the causes of decline in amount of other income is loss on 
revaluation of investment in the same years. 
Overall total income has increased from Rs. 34014.51 crore in 
2000 to Rs. 64137.54 crore in 2007 i.e. 88.5 percent growth in the 
same period. 
As far as expenses are concerned it can be divided into two 
categories. 
1. Interest Expended 
2. Operating Expenses 
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But lion share in overall expense is interest on deposit which 
were Rs. 18790.73 crore in 2000 has increase to Rs. 28638.80 crore in 
2007 it indicate deposit mobilization in SBI group which as already 
proved in previous pages. 
The operating expense has also occupying important 
position in total expense because it account almost 50 percent of 
total expense and this is the area where SBI group can improve 
their efficiency through thrift utilization of resources because 
other-expense other than operating expense is not under the 
control of bank itself. 
The total expense has increase from Rs. 28175.45 crore to Rs. 
49845.91 crore in 2007 i.e. 76.9 percent growth which is lesser than 
the income growth i.e. 88.5 percent there for profit of the SBI group 
has increase from Rs. 2676.78 crore to Rs. 6601.76 crore i.e. 146.6 
percent growth in the profit of the group. 
The above analysis has been proved by the following table. 
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Table-7.9 
Growth in different component of Earning & expenses of SBI 
Group 
Year 
2000 
2007 
Amount 
Growth 
Growth in 
percent as 
compare 
2000 
Interest 
earned 
29186.66 
56338.64 
27151.98 
93.0 
Other 
income 
4827.85 
7798.9 
2971.05 
61.5 
Total 
34014.51 
64137.54 
30123.03 
88.5 
Interest 
Expended 
19897.06 
33859.19 
13962.13 
70.2 
Operating 
Exp. 
8278.39 
15986.72 
7708.33 
93.11 
Total 
Exp. 
28175.45 
49845.91 
21670.46 
76.9 
(Rs.. 
@ 
Provision 
3162.28 
7719.87 
4557.59 
144 
\n crores) 
Profit 
2676.78 
6601.76 
3924.98 
146.6 
Source : Calculated from the above table 
Fig. 7.5 
Growth in different component of Earning & expenses of SBI 
Group 
Interest 
earned 
Interest Operating Total Exp. @ Profit 
Expended Exp. Provision 
: a 2000 •2007 
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SBI Group Profit 
Rs. in crore 
Post Reform 
Year 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
Profit 
280 
357 
846 
793 
1707 
2459 
1465 
2679 
2221 
3450 
4512 
5619 
5676 
5957 
6572 
6602 
Pre-reform 
Year 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
Profit 
13 
16 
13 
26 
26 
35 
42 
55 
111 
117 
150 
245 
Test of the Hypothesis 
For verification of above data researcher has apply ^test at 5 percent 
significant, table value for v=26=f0.05=2.056 
For that Null and Alternate Hypothesis as follows: 
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Ho = There is no significant impact of banking sector reform on SBI 
profit 
Ha = There is significant impact of banking sector reform on SBI 
profit 
iJr'^i l"i"2 
s \\n. +n^ 
where: 
3c, = mean of the post reform period = 3199.68 
X, = mean of the pre-reform period = 70.75 
m = number of observation in the post reform period = 16 
n2 = number of observation in the pre-reform period = 12 
I'Yix, -x,)^+y (x, -X,)' 
s = combined standard deviation J^^^^ — ^ ^ - ^ '— = 1746.75 n, +«2 - 2 
13199.68-70.751 16x12 
/ = - 1746.75 VI6 + 12 
= 1.872x2.61 
= 4.88 
The calculated value of t is more than table value so null Hypothesis 
is rejected and Alternate Hypothesis is accepted. 
232 
^ 
^ 
"5 
?5 
CD 
o 
u 
o 
o 
2 ^ 
O 
u 
Pi 
o 
C 
O 
• 4 - 1 
n 
a-
o 
u 
I 
n 
1 •£ s J ^ 
rt f3 ^ fl 7i 
pa u o xi 
2 ° .> 
.a; oj e 
S 0 > 
« ° s 
k- O "> 
5 2i § 
1 S s s 
H ^ a; 
0 e C 
^ S ^ ^ 
1 1 ^  2i 
H .S C 
e O K QJ 
<+; o > 
o o 
^ •? "^ 
0 3 ^ 
•- o C 
•7 2 n <l^  
1-1 V4^ 
0) 
^0 
^0 
O 
rH 
CO 
00 
IN 
r-i 
in 
in 
o< 
(N 
CO 
00 
fN 
O 
o 
o 
fN 
IN 
in 
(N 
ON 
CO 
rH 
CO 
O 
IN 
CN 
in 
CO 
tN 
O; 
CO 
CN 
O 
d 
rH 
O 
CO 
in 
00 
rH 
CO 
CN 
CN 
CN 
(N 
ON 
CO 
CN 
Si 
O 
O 
(N 
• 
IN 
IN 
00 
CO 
in 
o 
CO 
00 
in 
(N 
00 
r-i 
rH 
in 
CO 
00 
r-j 
rH 
rH 
CN 
CM 
3 
IN 
in 
CO 
00 
in 
IN 
00 
(N 
o 
o 
IN 
00 
in 
IN 
00 
00 
CO 
\o 
00 
in 
ON 
O N 
v£J 
ON 
IN 
r-( 
1 
CO 
CO 
1 
in 
00 
ON 
ON 
'^  
rH 
00 
ON 
ON 
in 
00 
(N 
in 
rH 
in 
CO o o 
rNj 
in 
ON 
in 
CM 
ON 
ON 
ON 
NO 
O 
CJN 
IN 
IN 
CNJ 
CO 
CO 
CM 
1 
in 
ON 
ON 
IN 
(N 
00 
NO 
IN 
NO 
00 
IN 
CN 
NO 
in 
IN 
00 
IN 
00 
rH 
NO 
in 
o 
o 
CN 
fNl 
ON 
rH 
CN) 
O 
CO 
00 
CO 
CO 
IN 
ON 
00 
tN 
CD 
rH 
in 
1 
in 
CNj 
CO 
CO 
00 
ON 
in 
00 
ON 
CO 
NO 
ON 
CN 
rH 
00 
00 
NO 
in 
NO 
o> 
in 
NO 
00 
NO 
in o o 
CN 
o 
CO 
CN) 
00 
CN 
CNI 
as 
CO 
CO 
NO o 
CO 
NO 
d 
CM 
1 
in 
ON 
o 
rH 
rH 
in 
d> 
in 
rH 
Csl 
CO 
in 
NO 
CO 
in 
CM 
NO 
IN 
IN 
ON 
CM 
00 
NO 
in 
ON 
in 
NO 
o 
o 
CM 
NO 
IN 
rH 
CNl 
IN 
in 
O 
NO 
o 
rH 
O 
d 
in 
CM 
1 
1 
CN 
00 
rH 
NO 
o 
CN 
CM 
IN 
IN 
in 
NO 
00 
in 
o 
CM 
IN 
in 
NO 
IN 
o 
o 
CM 
CO 
CO 
o 
'^  o o 
CNI 
60 
.5 
CO 
O 
•a 
•a c 
tu 
H 
u 
u 
O 
State (Banfiof Indm ~y? Case Study 
Analysis of Appropriation of Profit of SBI Group 
Table 7.10 indicating that how the profit of the different year 
has been adjusted in different head. 
The two head supporting the hypothesis the profit of the SBI 
group has increase in post reform period i.e. transfer to proposed 
dividend and tax on dividend the both head has surge in the 
analysis period even dividend has registered Rs. 795.15 crore i.e. 2.5 
fold growth in the same period. 
Table-7.11 
Sector-wise 
Agriculture 
Small-Scale 
Industries 
Other 
Priority 
Sector 
Public Sector 
Non-Priority 
Sector 
2001 
3019.4 
(14.9) 
3803.1 
(18.8) 
2105.7 
(10.4) 
8928.3 
(44.2) 
1212.7 
(6.0) 
10049.5 
(49.7) 
Non-Performing Assets of SBI 
2002 
3162.2 
(16.0) 
1670.0 
(18.5) 
2186.4 
(11.0) 
9018.7 
(45.6) 
619.4 
(3.14) 
10105.4 
(51.4) 
2003 
2973.2 
(17.5) 
3064.8 
(18.0) 
2014.5 
(11.8) 
8052.8 
(47.4) 
525.8 
(3.10) 
8379.4 
(49.4) 
2004 
2500.5 
(16.5) 
2280.5 
(15.0) 
2354.4 
(15.5) 
7135.5 
(47.0) 
220.9 
(1.45) 
7802.9 
(51.4) 
2005 
2274.1 
(15.3) 
1830.0 
(12.3) 
2912.6 
(19.6) 
7016.9 
(47.3) 
167.7 
(1.1) 
7623.5 
(51.4) 
Group 
2006 
2304.0 
(17.4) 
1592.5 
(12.0) 
3353.2 
(25.4) 
7249.8 
(54.9) 
124.9 
(.95) 
5818.6 
(44.1) 
n crores) 
2007 
2376.5 
(18.9) 
1355.4 
(10.8) 
3443.1 
(27.4) 
7175.0 
(57.1) 
187.8 
(1.5) 
5192.6 
(41.3) 
Source: RBI. 2006-07 
Analysis - NPA is not an exception for SBI group in priority 
sector comprise with Agriculture, Small-Scale Industries and other. 
NPA recovering more promptly than other categories of priority 
sector i.e. Small Scale industries NPA has reduced in both term i.e. 
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percentage as well as absolute term, The NPA were Rs. 3803.1 crore 
in 2001 has decline to Rs. 1355.4 crore in 2007 and in percentage 
from 18.8 percent to 10.8 percent in small scale industries in same 
period. But in Agriculture and other has not as good as small scale 
industries. 
In agriculture the NPA has increased from Rs. 3019.4 crore to 
Rs. 2376.5 crore in 2001-07 in percentage term 14.9 percent to 18.9 
percent. But more havoc condition in other sector. The NPA has 
sharp increase from Rs. 2105.7 crore to 3443.1 crore. The NPA in 
other area required more serious concern about recovery of NPA. 
In Non-priority sector the position of NPA is good enough as 
compare to priority sector because in Non-priority sector NPA has 
decrease from Rs. 10049.5 crore in 2001 to Rs. 5192.6 crore in 2007, in 
percentage it decrease from 49.7 percent to 41.3 percent in the same 
period. 
Non Performing Assets 
Gross 
NPA to 
total assets 
Net NPA 
to total 
assets 
1997 
7.03 
3.12 
1998 
6.67 
2.89 
1999 
6.52 
2.94 
TabIe-7.12 
as Percentage to Total Assets of SBI 
Group 
2000 
5.88 
2.60 
2001 
5.11 
2.35 
2002 
4.39 
2.00 
2003 
3.48 
1.58 
2004 
2.91 
1.09 
2005 
2.49 
1.01 
2006 
1.81 
.88 
2007 
1.57 
.79 
Source ; Various issue of trend and progress of Banking in India, RBI, 2006-07 
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Both gross and Net NPA to total assets of SBI group has 
decHning. The gross NPA has declined from 7.03 percent in 1996-97 
to 1.57 percent in 2006-07. In same way Net NPA has decline from 
3.12 percent in 1996-97 to .79 percent in 2006-07. It can further 
analysis by the graph given below. 
Fig. 7.6 
Non Performing Assets as Percentage to Total Assets of SBI 
Group 
f i 
GO 
y • ft m 
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 
n Gross NPA to total assets • Net NPA to total assets 
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Table-7.13 
Non-Performing Assets as 
Group 
Gross NPA 
to total 
Advances 
Net NPA to 
total 
Advances 
Source : Var 
1997 
15.81 
7.70 
ous iss 
1998 
14.57 
6.89 
1999 
15.67 
7.74 
Proportion 
2000 
14.08 
6.77 
2001 
12.73 
6.27 
ue of trend and progress of 
to Total Advance of SBI 
2002 
11.23 
5.45 
2003 
8.68 
4.12 
2004 
6.98 
2.70 
banking in India, RB^  
2005 
5.32 
2.23 
2006 
3.31 
1.63 
2007 
2.59 
1.32 
Gross and Net NPA, both has declining of the SBI group. It 
shows prompt recovery of NPA in SBI group. Gross NPA to total 
Advance was 15.81 percent in 1996-97 has decline to 2.59 percent in 
2006-07. In the same way Net NPA to total advance has decline from 
7.70 percent in 1996-97 to 1.32 percent in 2006-07. 
Fig. 7.7 
Non-Performing Assets as Proportion to Total Advance of SBI 
Group 
18 
16 
14 
12 
10 
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6 
4 
2 
0 MM U I> CO a a lb 
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 
O Gross NPA to total Advances • Net NPAto total Advances 
237 
State (Bank^of Indiu -Ji Case Study 
The above analysis has shown that NPA in SBI group have 
been declining in post-reform period. It can also prove by the f-test. 
Net NPA to Total Advance and Assets of SBI Group 
Year 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
Net N P A to 
total Advance 
7.70 
6.89 
7.74 
6.77 
6.27 
5.45 
4.12 
2.70 
2.23 
1.63 
1.32 
Year 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
Net N P A to 
total Assets 
3.12 
2.89 
2.94 
2.60 
2.35 
2.00 
1.58 
1.09 
1.01 
.88 
.79 
Test of the Hypothesis 
For verification of above data researcher has apply Mest at 5% 
significant, table value for v = 20= f0.05=2.086 
For that Null and Alternate Hypothesis as follows: 
Ho = There is no significant impact of banking sector reform on Net 
NPA to total assets and Net NPA to total advance of SBI Group. 
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Ha= There is significant impact of Banking sector reforni on Net 
NPA to total assets and Net NPA to total advance of SBI Group. 
x p x ^ n^n^ 
n ^ + n ^ 
where: 
J, = mean of the net NPA to total Advance = 4.80 
X, = mean of the net NPA to total Assets = 1.93 
m = number of observation in the net NPA to total Advance = 11 
n2 = number of observation in the net NPA to total Assets = 11 
JV (X| - X, ) + V (^2 - Xj ) -^ = 1, «, +«2 - 2 864 
14.80-1.931 lljcll 
/ = -
.846 Vll + 11 
= 1.539 X 2.345 
= 3.609 
The calculated value of t is more that table value so Null Hypothesis 
is rejected and Alternate Hypothesis is accepted 
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Conclusion and Suggestions 
India's bank management now-a-days is facing a two-faceted 
challenge, of improving their profitability on the one hand and of 
serving the public in new ways with greater efficiency and 
effectiveness on the other. In recent times, deterioration of 
profitability particularly that of public sector banks has attracted the 
attention of the economists and bankers alike. In the past, several 
studies relating to financial performance of banks in India have 
been conducted. Almost all of these studies noted a decelerating 
trend in bank profitability during the seventies. However, an 
upward trend in profitability was observed during the nineties, i.e., 
the period following financial sector reforms. These studies pointed 
out that exogenous factors such as priority sector advances, large 
preemptions of bank funds by way of SLR and CRR, administered 
interest rate structure etc. where the major factors with adversely 
affected the profitability of banks. Amongst the endogenous factors 
that adversely affected their profitability were establishment 
expenditure and proportion of fixed deposits in deposit mix etc. 
Conclusion and Suggestions 
In pre-reform period commercial banks in Inciia functioned in 
a highly regulated environment characterized by the following. 
> Administered interest rate structure; 
> Quantitative restrictions on credit flows; 
> High reserve requirements under CRR; 
> Pre-emption of significant proportion of lendable resources 
for the priority sectors and the government under statutory 
liquidity Ratio (SLR) these and other restrictions resulted in 
low productivity and inefficiency which in turn led to 
low/negative profits. 
With this background in view, the Narasimham committee 
worked out the road map of banking sector reform. The successful 
implementation of its various recommendations has given a new 
dynamism to the banking sector since 1991. 
The committee was guided by the fundamental assumption 
that the resources of the banks come from the general public and 
held by the bank in trust. These resources have to deploy for 
maximum benefit of their owner i.e. the deposits. 
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The committees made the following important 
recommendations and its implementations as follows: 
A. Cash Reserve Ratio (CRR) 
Scheduled bank in India are required statutorily to hold cash 
reserve, called cash reserve ratio (CRR), with the RBI. 
Increase/decrease in CRR is used by the RBI. Increase/decrease in 
CRR is used by the RBI as an instrument of monetary control, 
particularly to mop up excess increases in the supply of money. This 
power was given to RBI in 1956. 
The committee recommended that RBI should rely on open 
market operations increasingly and reduce its dependence on CRR. 
This would reduce the amount of cash balance of the banks with the 
RBI enabling them to increase their revenues through more 
investments. 
CRR was gradually lowered from its peak at 15 percent 
during July 1989 to April 1993 to 7.50 percent in April 2007. 
B. Statutory Liquidity Ratio (SLR) 
Apart from the CRR banks in India are also subject to 
statutory liquidity requirement. Under this requirement, 
243 
Coiiclusioit and Su^f^estions 
commercial banks are required under law to invest prescribed 
minimum proportions of their total assets/liabilities in government 
securities and other approved securities. The underlying philosophy 
of this provision is to allocate total bank credit between the 
government and the rest of the economy. 
The committee asked the government to reduce the SLR from 
the then existing 38.5 percent to 25 percent over the period of five 
years. A reduction in the SLR levels would have more funds with 
the banks which would allocate them to promote agriculture, 
industry and trade. 
SLR was reduce from its peak 38.5 percent during September 
1990 to December 1992 to 25 percent in October, 1997. 
C. Structure of Interest Rates : 
The cormnittee recommended that the level and structure of 
interest rates in the country should be broadly determined by 
market forces. All controls and regulations on interest rates on 
lending should be removed. 
The country has moved towards liberalized credit allocation 
mechanism and reduced direct control over interest rates by the 
monetary authorities. Interest rate slabs have been gradually 
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reduced from 20 to 3. Similarly interest rates have been deregulated 
on the high slabs of bank rates. The purpose of deregulation is to 
promote healthy competition among the banks and encourage their 
operational efficiency scheduled banks have now the freedom to set 
interest rates on their deposits subject to minimum floor rate (4.5 
percent) and maximum ceiling rate (11 percent) 
D. Organization of Banking Structure: 
The committee proposed a substantial reduction in the 
number of public sector banks through mergers and acquisitions. 
The broad pattern should consist of. 
> 3 or 4 large banks which could become international in 
character. 
> 8 to 10 national bank with a network of branches throughout 
the country. 
> Local banks whose operations would be generally confined to 
a specific region. 
> Rural banks whose operations will be confirmed to the rural 
areas. 
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Significantly the committee recommended that RBI should 
permit the setting up of new banks in the private sector banks. It 
wanted to a positive declaration from the government that there 
would be no more nationalization of banks. It further recommends 
that there should be not be any difference in treatment between the 
public sector banks and private sector banks. 
E. Duality of Control: 
It recommended removal of duality of control over the 
banking system by the banking department of Finance Ministry on 
the one hand, and by the RBI on the other hand. The committee 
desired the RBI to assume full responsibility of overseeing the 
functioning of the banking system. 
F. Abolition of Selective Credit Controls (SCCs): 
SCCs introduced in India in 1956, pertain to regulations of 
credit for specific purpose. The technique of SCCs used by the RBI 
include fixing minimum margins for lending against securities, 
ceiling an maximum advance to individual borrowers against stocks 
of certain commodities, and minimum discriminatory rates of 
interest prescribed for certain kinds of advances. SCCs have been 
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used mainly to prevent the speculative holding of essential 
commodities like food grains to prevent price rise. 
Selective credit control have been abolished in past 
liberalization period. 
Development 
Development of Indian Banking in past reform period can be 
assess by the following indicators. 
1. Branch Expansion: 
Branch expansion can be analysed by two ways one, Bank 
group-wise and second population group-wise. 
In Bank group-wise public sector Bank account 91.17 percent 
in pre-reform period. But it decline to 87.3 percent in 2007 of past-
reform period of total scheduled commercial banks. In the same 
way population group-wise branches were 58 percent of rural, 18.6 
percent of semi-urban, 13.6 percent of urban 9.5 percent of 
metropolitan in pre-reform period. But in post-reform period rural 
branch has decline to 42.7 percent but semi-urban, urban and 
metropolitan has surge to 22.7,18.0, and 16.6 percent respectively. 
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So the bank group-wise as well as population group-wise 
branch expansion growth rate is very low in post reform era as 
compared to pre-reform period. 
Only in private sector banks and foreign sector banks as well 
as urban and metropolitan has reasonably registered growth in 
post-reform era. 
2. Deposit Mobilization: 
The resource mobilization is an integral part of banking 
activity. The basic principal of branch expansion is to tap deposit 
and culminate saving habit among the community. Further, tapping 
of potential savings and marshalling them for strategic uses for 
productive purpose in particular is the main objective. 
The compound growth of deposit in pre-reform period of 
public sector banks were 14.12 percent were increscent to 21.36 
percent in post reform period. In the same way private and foreign 
bank deposit were also surge from 18.81, 14.15 percent to 29.88, 
20.70 percent. 
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3. Growth of Advances: 
The credit from the commercial bank is an important input in 
production function of agriculture, industry, commerce and allied 
productive activities for the socio-economic development of the 
country. During post nationalization period the bank credit grew 
from Rs. 9119 crore in 1975 to Rs. 124203 crore in 1991 and further 
increase to Rs. 194956 crore in 2007, recording 213 fold increase 
during the post-reform period. 
Major Reform Initiatives: 
Some of the major reform initiative in the last decade that has 
changes the face of Indian banking and financial sector are: 
1. Interest rate deregulation : Interest rate on deposits and 
lending have been deregulated with banks enjoying 
greater freedom to determine their rates. 
2. Adoption of prudential norms in terms of capital adequacy 
asset classification, income recognition, provisioning, 
exposure limits, investment fluctuation reserve etc. 
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3. Reduction in pre-emptions - lowering of reserve 
requirement (SLR and CRR) thus releasing more lendable 
resources which bank can deploy profitably. 
4. Government equity in bank has been reduced and strong 
bank have been allowed to access the capital market for 
raising additional capital. 
5. Bank now enjoy greater operational freedom in terms of 
opening and swapping of branches, and bank with a good 
track record of profitability have greater flexibility in 
recruitment. 
6. New private sector banks have been set up and foreign 
banks permitted to expand their operations in India 
including through subsidiaries. Banks have also been 
allowed to set up offshore banking units special economic 
Zones. 
7. New areas have been opened up for bank financing 
insurance, credit cards, infrastructure financing, leasing, 
gold banking, besides of course investment banking, assets 
management, factoring etc. 
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8. New instruments have been introduced for greater 
flexibility and better risk management e.g. interest rate 
swaps, forward rate agreements cross currency forward 
contracts, forward cover to hedge inflows under foreign 
direct investment, liquidity adjustment facility for meeting 
day-to-day liquidity mismatch. 
9. Several new institutions have been set up including the 
National Securities Depositories Ltd., Central Depositories 
Services Ltd. Clearing Corporation of India Ltd., Credit 
Information Bureau India Ltd. 
10. Universal Banking has been introduced with banks 
permitted to diversify into long-term finance and DFIs into 
working capital guidelines have been put in place for the 
evolution of universal banks in an orderly fashion. 
11. Technology infrastructure for the payments settlement 
system in the country has been strengthened with 
electronic funds transfer. Centralized funds management 
system. Structured financial messaging solution. 
Negotiated dealing system and move towards Real Time 
Gross Settlement. 
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12. Credit delivery mechanism has been reinforced to increase 
the flow of credit to priority sectors through focus on 
micro credit and Self Help Groups. The definition of 
priority sector has been widened to include food 
processing and cold storage, software up to Rs. One crore, 
housing above Rs. Ten lakh, selected lending through 
NBFCs etc. 
13. RBI guidelines have been issued for putting in place risk 
management system in banks. Risk Management 
committees in banks address credit risk, market risk and 
operational risk. Bank have specialized committees to 
measure and monitor various risks and have been 
upgrading their risk management skills and systems. 
Challenges Ahead 
1. Improving Profitability: - The most direct result of the above 
changes is increasing competition and narrowing of spreads and its 
impact on the profitability of banks. The challenges for banks is now 
to manage with thinning margins while at the same time working to 
improve productivity which remains low in relation to globe 
standards. This is particularly important because with dilution in 
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banks equity, analysts and shareholders now closely track their 
performance. Thus, with falling spreads, rising provisions for NPAs 
and falling interest rates, greater attention will need to be paid to 
reducing transaction costs. This will require tremendous efforts in 
the area of technology and for banks to build capabilities to handle 
much bigger volumes. 
2. Reinforcing Technology: Technology has thus become a 
strategic and integral part of banking, driving banks to acquire and 
implement world class systems that enable them to provide 
products and service in large volumes at a competitive cost with 
better risk management practices. The pressure to undertake 
extensive computerization is very real as banks that adopt the latest 
in technology have an edge over other customers have become very 
demanding and bank has to deliver customized product through 
multiple channels, allowing customers access to the bank round the 
clock. 
3. Risk Management : The deregulated environment brings in 
its wake risks along with profitable opportunities and technology 
plays a crucial role in managing their risks in addition to bring 
exposed to credit risk, market risk and operational risk, the business 
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of banks would be susceptible to country risk, which will be 
heightened as controls on the movement of capital are eased. In this 
context, banks are upgrading their credit assessment and risk 
management skills and retraining staff, developing cadre of 
specialists and introducing technology driven management 
information systems. 
4. Sharpening Skills: The far-reaching changes in the banking 
and financial sector entail a fundamental shift in the set of skills 
required in banking. To meet increased competition and manage 
risk, the demand for specialized banking functions, using IT as 
competitive tool is set to go up. Special skills in retail banking, 
treasure risk management, foreign exchange, development banking 
etc. well need^ to be carefully nurtured and built. Thus, the twin 
pillars of the banking sector i.e. human resource and IT will have to 
be strengthened. 
5. Greater Customer Orientation : In today's competitive 
environment, bank will have to strive to attract and retain 
customers by introducing innovative products, enhancing the 
quality of customers service and marketing a variety of products 
through diverse channels targeted at specific customer groups. 
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6. Corporate Governance : Besides using their strengths and 
strategic initiatives for creating shareholders value, banks to be 
conscious of their responsibility towards corporate governance. 
Following financial liberalization as the ownership of bank gets 
broad based, the importance of institutional and individual 
shareholders will increase. In such a scenario, bank will need to put 
in place a code for corporate governance for benefiting all 
stakeholder of a corporate entity. 
7. International Standards: Introducing internationally followed 
best practices and observing universally acceptable standards and 
code is necessary for strengthening the domestic financial 
architecture. This includes best practices in the area of corporate 
governance along with full transparency in disclosures. In today's 
globalizes world focusing on the observance of standards will help 
smooth integration with world financial markets. 
Suggestions: 
Improving profitability and viability is only one aspect of 
enhancing the performance of the banks. The other is how 
adequality and satisfactorily banks are able to meet the demands of 
customers. The ultimate test of success of the financial sector 
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reforms is truly customer satisfactions, customer as a borrower and 
depositor. Through the various reform measures we are laying the 
foundation for efficient and well-functioning banking system. 
Significant changes have already taken place. It has however still a 
long way to go. In the light of this study researcher has some 
suggestions are:-
1. Ownership pattern of nationalized banks should be 
improved to achieve grater degree of autonomy on their 
operation than as at present, and full freedom available to 
the management to take major decisions. 
2. Banks are to be more autonomous to raise capital from the 
market according to their needs. 
3. Even through the level of NPAs have been steadily 
decreasing over the year, it still stands alarmingly high as 
compared to elsewhere, reforming the banking sector 
alone will not it self strengthen the banks. There is a dire 
need to speed up the entire recovery mechanism in the 
country. 
4. India requires a legal system which give power to the 
banks to immediately process the current and fixed assets 
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of the defaulters and sell them the open market in case of 
defaulters do not arrange timely payment dues. 
5. Defaulters name should be made public. 
6. Statement of account can be supplied at the desired 
frequency of needed, necessary as against the currently 
prevailing practice of not providing any statement at all by 
all nationalized bank. 
7. Even pass-book of saving bank account can be neatly 
printed by the pass book printing machine nooked on the 
computer system. A similar machine installed in the 
customer lobby can help the customer themselves by 
updating their pass-book merely by inserting the pass-
book into the machine. 
8. The (CRR) is a heavy tax on the banking system and 
balance with the reserve bank which earn no interest 
represent an indirect tax on the bank depositors. Phased 
reduction in the CRR and its eventual withdrawal need to 
be high on agenda in the coming years. This would ensure 
more level playing field between bank and non-bank 
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institutions and would enable banks to offer better rates to 
depositors. 
9. Bank merger should be considered as a possible avenue 
for improving the structure and efficiency of the banking 
industry. 
10. Indian banks have concentrate on assets quality and 
earnings which are determinant of internal capital 
generation, profitability and risk, management is two key 
aspects to assess financial performance of a bank will 
obviously be better with higher profitability and lower 
risks. 
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